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AN ESSAY ON BARGAINING 


By Tuomas C. SCHELLING* 


This paper presents a tactical approach to the analysis of bargaining. 
The subject includes both explicit bargaining and the tacit kind in 
which adversaries watch and interpret each other’s behavior, each 
aware that his own actions are being interpreted and anticipated, each 
acting with a view to the expectations that he creates. In economics 
the subject covers wage negotiations, tariff negotiations, competition 
where competitors are few, settlements out of court, and the real 
estate agent and his customer. Outside economics it ranges from the 
threat of massive retaliation to taking the right of way from a taxi. 

Our concern will not be with the part of bargaining that consists of 
exploring for mutually profitable adjustments, and that might be called 
the “efficiency” aspect of bargaining. For example, can an insurance 
firm save money, and make a client happier, by offering a cash settle- 
ment rather than repairing the client’s car; can an employer save 
money by granting a voluntary wage increase to employees who agree 
to take a substantial part of their wages in merchandise? Instead, we 
shall be concerned with what might be called the “distributional” 
aspect of bargaining: the situations in which more for one means less 
for the other. When the business is finally sold to the one interested 
buyer, what price does it go for? When two dynamite trucks meet on a 
road wide enough for one, who backs up? 

These are situations that ultimately involve an element of pure bar- 
gaining—bargaining in which each party is guided mainly by his ex- 
pectations of what the other will accept. But with each guided by 
expectations and knowing that the other is too, expectations become 
compounded. A bargain is struck when somebody makes a final, suf- 
ficient concession. Why does he concede? Because he thinks the other 
will not. “I must concede because he won’t. He won’t because he thinks 
I will. He thinks I will because he thinks I think he thinks so. .. .” 
There is some range of alternative outcomes in which any point is 
better for both sides than no agreement at all. To insist on any such 
point is pure bargaining, since one always would take less rather than 
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reach no agreement at all, and since one always can recede if retreat 
proves necessary to agreement. Yet if both parties are aware of the 
limits to this range, any outcome is a point from which at least one 
party would have been willing to retreat and the other knows it! There 
is no resting place. 

There is, however, an outcome; and if we cannot find it in the logic 
of the situation we may find it in the tactics employed. The purpose of 
this essay is to call attention to an important class of tactics, of a kind 
that is peculiarly appropriate to the logic of indeterminate situations. 
The essence of these tactics is some voluntary but irreversible sacrifice 
of freedom of choice. They rest on the paradox that the power to con- 
strain an adversary may depend on the power to bind oneself; that, 
in bargaining, weakness is often strength, freedom may be freedom 
to capitulate, and to burn bridges behind one may suffice to undo an 
opponent. 


I. Bargaining Power: the Power to Bind Oneself 


“Bargaining power,” “bargaining strength,” “bargaining skill” sug- 
gest that the advantage goes to the powerful, the strong, or the skillful. 
It does, of course, if those qualities are defined to mean only that 
negotiations are won by those who win. But if the terms imply that it 
is an advantage to be more intelligent or more skilled in debate, or to 
have more financial resources, more physical strength, more military 
potency, or more ability to withstand losses, then the term does a 
disservice. These qualities are by no means universal advantages in 
bargaining situations; they often have a contrary value. 

The sophisticated negotiator may find it difficult to seem as obstinate 
as a truly obstinate man. If a man knocks at a door and says that he 
will stab himself on the porch unless given $10, he is more likely to get 
the $10 if his eyes are bloodshot. The threat of mutual destruction 
cannot be used to deter an adversary who is too unintelligent to com- 
prehend it or too weak to enforce his will on those he represents. The 
government that cannot control its balance of payments, or collect 
taxes, or muster the political unity to defend itself, may enjoy assist- 
ance that would be denied it if it could control its own resources. And, 
to cite an example familiar from economic theory, “price leadership” 
in oligopoly may be an unprofitable distinction evaded by the small 
firms and assumed perforce by the large one. 

Bargaining power has also been described as the power to fool and 
bluff, “the ability to set the best price for yourself and fool the other 
man into thinking this was your maximum offer.”’ Fooling and bluffing 
are certainly involved; but there are two kinds of fooling. One is 


*J. N. Morgan, “Bilateral Monopoly and the Competitive Output,” Quart. Jour. Econ., 
Aug. 1949, LXIII, 376, n.6. 
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deceiving about the facts; a buyer may lie about his income or mis- 
represent the size of his family. The other is purely tactical. Suppose 
each knows everything about the other, and each knows what the other 
knows. What is there to fool about? The buyer may say that, though 
he’d really pay up to twenty and the seller knows it, he is firmly re- 
solved as a tactical matter not to budge above sixteen. If the seller 
capitulates, was he fooled? Or was he convinced of the truth? Or did 
the buyer really not know what he would do next if the tactic failed? 
If the buyer really “feels” himself firmly resolved, and bases his resolve 
on the conviction that the seller will capitulate, and the seller does, 
the buyer may say afterwards that he was “not fooling.” Whatever has 
occurred, it is not adequately conveyed by the notions of bluffing and 
fooling. 

How does one person make another believe something? The answer 
depends importantly on the factual question, “Is it true?” It is easier 
to prove the truth of something that is true than of something false. 
To prove the truth about our health we can call on a reputable doctor; 
to prove the truth about our costs or income we may let the person 
look at books that have been audited by a reputable firm or the 
Bureau of Internal Revenue. But to persuade him of something false 
we may have no such convincing evidence. 

When one wishes to persuade someone that he would not pay more 
than $16,000 for a house that is really worth $20,000 to him, what can 
he do to take advantage of the usually superior credibility of the 
truth over a false assertion? Answer: make it true. How can a buyer 
make it true? If he likes the house because it is near his business he 
might move his business, persuading the seller that the house is really 
now worth only $16,000 to him. This would be unprofitable; he is no 
better off than if he had paid the higher price. 

But suppose the buyer could make an irrevocable and enforceable 
bet with some third party, duly recorded and certified, according to 
which he would pay for the house no more than $16,000, or forfeit 
$5,000. The seller has lost; the buyer need simply present the truth. 
Unless the seller is enraged and withholds the house in sheer spite, the 
situation has been rigged against him; the “objective” situation—the 
buyer’s true incentive—has been voluntarily, conspicuously, and ir- 
reversibly changed. The seller can take it or leave it. This example 
demonstrates that if the buyer can accept an irrevocable commitment, 
in a way that is unambiguously visible to the seller, he can squeeze 
the range of indeterminacy down to the point most favorable to him. 
It also suggests, by its artificiality, that the tactic is one that may or 
may not be available; whether the buyer can find an effective device 
for commiting himself may depend on who he is, who the seller is, 
where they live, and a number of legal and institutional arrangements 
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(including, in our artificial example, whether bets are legally enforce- 
able). 

If both men live in a culture where “cross my heart” is universally 
accepted as potent, all the buyer has to do is allege that he will pay 
no more than $16,000, using this invocation of penalty, and he wins— 
or at least he wins if the seller does not beat him to it by shouting 
“$19,000, cross my heart.” If the buyer is an agent authorized by a 
board of directors to buy at $16,000 but not a cent more, and the 
directors cannot constitutionally meet again for several months and the 
buyer cannot exceed his authority, and if all this can be made known 
to the seller, then the buyer ‘“wins”—if, again, the seller has not tied 
himself up with a commitment to $19,000. Or if the buyer can assert 
that he will pay no more than $16,000 so firmly that he would suffer 
intolerable loss of personal prestige or bargaining reputation by paying 
more, and if the fact of his paying more would necessarily be known, 
and if the seller appreciates all this, then a loud declaration by itself 
may provide the commitment. The device, of course, is a needless 
surrender of flexibility unless it can be made fully evident and under- 
standable to the seller. : 

Incidentally, some of the more contractual kinds of commitments 
are not as effective as they at first seem. In the example of the self- 
inflicted penalty through the bet, it remains possible for the seller to 
seek out the third party and offer a modest sum in consideration of 
the latter’s releasing the buyer from the bet, threatening to sell the 
house for $16,000 if the release is not forthcoming. The effect of the 
bet—as of most such contractual commitments—is to shift the locus 
and personnel of the negotiation, in the hope that the third party will 
be less available for negotiation or less subject to an incentive to con- 
cede. To put it differently, a contractual commitment is usually the 
assumption of a contingent “transfer cost,” not a “real cost”; and if 
all interested parties can be brought into the negotiation the range of 
indeterminacy remains as it was. But if the third party were available 
only at substantial transportation cost, to that extent a truly irrevoca- 
ble commitment would have been assumed. (If bets were made with a 
number of people, the “real costs” of bringing them into the negotia- 
tion might be made prohibitive. )* 


* Perhaps the “ideal” solution to the bilateral monopoly problem is as follows. One 
member of the pair shifts his marginal cost curve so that joint profits are now zero at the 
output at which joint profits originally would have been maximized. He does this through 
an irrevocable sale-leaseback arrangement; he sells a royalty contract to some third party 
for a lump sum, the royalties so related to his output that joint costs exceed joint 
revenue at all other outputs. He cannot now afford to produce at any price or output 
except that price and output at which the entire original joint profits accrue to him; the 
other member of the bilateral monopoly sees the contract, appreciates the situation, 
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The most interesting parts of our topic concern whether and how 
commitments can be taken; but it is worth while to consider briefly 
a model in which practical problems are absent—a world in which 
absolute commitments are freely available. Consider a culture in 
which “cross my heart” is universally recognized as absolutely bind- 
ing. Any offer accompanied by this invocation is a final offer, and is so 
recognized. If each party knows the other’s true reservation price, the 
object is to be first with a firm offer. Complete responsibility for the 
outcome then rests with the other, who can take it or leave it as he 
chooses (and who chooses to take it). Bargaining is all over; the com- 
mitment (i.e., the first offer) wins. 

Interpose some communication difficulty. They must bargain by 
letter; the invocation becomes effective when signed but cannot be 
known to the other until its arrival. Now when one party writes such 
a letter the other may already have signed his own, or may yet do so 
before the letter of the first arrives. There is then no sale; both are 
bound to incompatible positions. Each must now recognize this possi- 
bility of stalemate, and take into account the likelihood that the other 
already has, or will have, signed his own commitment. 

An asymmetry in communication may well favor the one who is 
(and is known to be) unavailable for the receipt of messages, for he 
is the one who cannot be deterred from his own commitment by receipt 
of the other’s. (On the other hand, if the one who cannot communicate 
can feign ignorance of his own inability, the other too may be deterred 
from his own commitment by fear of the first’s unwitting commit- 
ment.) If the commitments depend not just on words but on special 
forms or ceremonies, ignorance of the other party’s commitment cere- 
monies may be an advantage if the ignorance is fully appreciated, since 
it makes the other aware that only his own restraint can avert stale- 
mate. 

Suppose only part of the population belongs to the cult in which 
“cross my heart” is (or is believed to be) absolutely binding. If every- 
one knows (and is known to know) everyone else’s affiliation, those 


and accepts his true minimum profits. The “winner” really gains the entire original 
profit via the lump sum for which he sold royalty rights; this profit does not affect his 
incentives because it is independent of what he produces. The third party pays the lump 
sum (minus a small discount for inducement) because he knows that the second party 
will have to capitulate and that therefore he will in fact get his contingent royalty. The 
hitch is that the royalty-rights buyer must not be available to the “losing member”; 
otherwise the latter can force him to renounce his royalty claim by threatening not to 
reach a bargain, thus restoring the original marginal cost situation. But we may imagine 
the development of institutions that specialize in royalty purchases, whose ultimate suc- 
cess depends on a reputation for never renegotiating, and whose incentives can thus not be 
appealed to in any single negotiation. 
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belonging to this particular cult have the advantage. They can com- 
mit themselves, the others cannot. If the buyer says “$16,000, cross 
my heart” his offer is final; if the seller says “$19,000” he is (and is 
known to be) only “bargaining.” 

If each does not know the other’s true reservation price there is 
an initial stage in which each tries to discover the other’s and mis- 
represent his own, as in ordinary bargaining. But the process of dis- 
covery and revelation becomes quickly merged with the process of 
creating and discovering commitments; the commitments permanently 
change, for all practical purposes, the “true” reservation prices. 
If one party has, and the other has not, the belief in a binding cere- 
mony, the latter pursues the “ordinary” bargaining technique of assert- 
ing his reservation price, while the former proceeds to make his. 

The foregoing discussion has tried to suggest both the plausibility 
and the logic of self-commitment. Some examples may suggest the 
relevance of the tactic, although an observer can seldom distinguish 
with confidence the consciously logical, the intuitive, or the inad- 
vertent, use of a visible tactic. First, it has not been uncommon for 
union officials to stir up excitement and determination on the part of 
the membership during or prior to a wage negotiation. If the union 
is going to insist on $2 and expects the management to counter 
with $1.60, an effort is made to persuade the membership not 
only that the management could pay $2 but even perhaps that the 
negotiators themselves are incompetent if they fail to obtain close to 
$2. The purpose—or, rather, a plausible purpose suggested by our 
analysis—is to make clear to the management that the negotiators 
could not accept less than $2 even if they wished to because they no 
longer control the members or because they would lose their own posi- 
tions if they tried. In other words, the negotiators reduce the scope of 
their own authority, and confront the management with the threat of 
a strike that the union itself cannot avert, even though it was the 
union’s own action that eliminated its power to prevent the strike. 

Something similar occurs when the United States government 
negotiates with other governments on, say, the uses to which foreign 
assistance will be put, or tariff reduction. If the executive branch is 
free to negotiate the best arrangement it can, it may be unable to make 
any position stick and may end by conceding controversial points be- 
cause its partners know, or believe obstinately, that the United States 
would rather concede than terminate the negotiations. But if the execu- 
tive branch negotiates under legislative authority, with its position 
constrained by law, and it is evident that Congress will not be recon- 
vened to change the law within the necessary time period, then the 
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executive branch has a firm position that is visible to its negotiating 
partners. 

When national representatives go to international negotiations know- 
ing that there is a wide range of potential agreement within which the 
outcome will depend on bargaining, they seem often to create a bar- 
gaining position by public statements, statements calculated to arouse 
a public opinion that permits no concessions to be made. If a binding 
public opinion can be cultivated, and made evident to the other side, 
the initial position can thereby be made visibly “final.” 

These examples have certain characteristics in common. First, they 
clearly depend not only on incurring a commitment but on communi- 
cating it persuasively to the other party. Second, it is by no means 
easy to establish the commitment, nor is it entirely clear to either of 
the parties concerned just how strong the commitment is. Third, 
similar activity may be available to the parties on both sides. Fourth, 
the possibility of commitment, though perhaps available to both sides, 
is by no means equally available; the ability of a democratic govern- 
ment to get itself tied by public opinion may be different from the 
ability of a totalitarian government to incur such a commitment. Fifth, 
they all run the risk of establishing an immovable position that goes 
beyond the ability of the other to concede, and thereby provoke the 
likelihood of stalemate or breakdown. 


II. /nstitutional and Structural Characteristics of the Negotiation 


Some institutional and structural characteristics of bargaining situ- 
ations may make the commitment tactic easy or difficult to‘use, or 
make it more available to one party than the other, or affect the likeli- 
hood of simultaneous commitment or stalemate. 

Use of a Bargaining Agent. The use of a barga‘ning agent affects 
the power of commitment in at least two ways. First, the agent may 
be given instructions that are difficult or impossible to change, such 
instructions (and their inflexibility) being visible to the opposite 
party. The principle applies in distinguishing the legislative from the 
executive branch, or the management from the board of directors, as 
well as to a messenger-carried offer when the bargaining process has a 
time limit and the principal has interposed sufficient distance between 
himself and his messenger to make further communication evidently 
impossible before the time runs out. 

Second, an “agent”? may be brought in as a principal in his own 
right, with an incentive structure of his own that differs from his prin- 
cipal’s. This device is involved in automobile insurance; the private 
citizen, in settling out of court, cannot threaten suit as effectively as 
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the insurance company since the latter is more conspicuously obliged 
to carry out such threats to maintain its own reputation for subsequent 
accidents.* 

Secrecy vs. Publicity. A potent means of commitment, and some- 
times the only means, is the pledge of one’s reputation. If national 
representatives can arrange to be charged with appeasement for every 
small concession, they place concession visibly beyond their own 
reach. If a union with other plants to deal with can arrange to make 
any retreat dramatically visible, it places its bargaining reputation in 
jeopardy and thereby becomes visibly incapable of serious com- 
promise. (The same convenient jeopardy is the basis for the univer- 
sally exploited defense, “If I did it for you I’d have to do it for every- 
one else.”) But to commit in this fashion publicity is required. Both 
the initial offer and the final outcome would have to be known; and 
if secrecy surrounds either point, or if the outcome is inherently not 
observable, the device is unavailable. If one party has a “public” and 
the other has not, the latter may try to neutralize his disadvantage by 
excluding the relevant public; or if both parties fear the potentialities 
for stalemate in the simultaneous use of this tactic, they may try to 
enforce an agreement on secrecy. 

Intersecting Negotiations. If a union is simultaneously engaged, 
or will shortly be engaged, in many negotiations while the manage- 
ment has no other plants and deals with no other unions, the manage- 
ment cannot convincingly stake its bargaining reputation while the 
union can. The advantage goes to the party that can persuasively point 
to an array of other negotiations in which its own position would be 
prejudiced if it made a concession in this one. (The “reputation value” 
of the bargain may be less related to the outcome than to the firmness 
with which some initial bargaining position is adhered to.) Defense 
against this tactic may involve, among other things, both misinterpre- 
tation of the other party’s position and an effort to make the eventual 
outcome incommensurable with the initial positions. If the subjects 
under negotiation can be enlarged in the process of negotiation, or the 
wage figure replaced by fringe benefits that cannot be reduced to a 
wage equivalent, an “out” is provided to the party that has committed 
itself; and the availability of this “out” weakens the commitment it- 
self, to the disadvantage of the committed party. 


*The formal solution to the right-of-way problem in automobile traffic may be that 
the winner is the one who first becomes fully and visibly insured against all contingencies; 
since he then has no incentive to avoid accident, the other must yield and knows it. (The 
latter cannot counter in kind; no company will insure him now that the first is insured.) 
More seriously, the pooling of strike funds among unions reduces the visible incentive 
on each individual union to avoid a strike. As in the bilateral monopoly solution sug- 
gested earlier, there is a transfer of interest to a third party with a resulting visible shift 
in one’s own incentive structure. 
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Continuous Negotiations. A special case of interrelated negotiations 
occurs when the same two parties are to negotiate other topics, simul- 
taneously or in the future. The logic of this case is more subtle; to 
persuade the other that one cannot afford to recede, one says in effect, 
“Tf I conceded to you here, you would revise your estimate of me in our 
other negotiations; to protect my reputation with you I must stand 
firm.” The second party is simultaneously the “third party” to whom 
one’s bargaining reputation can be pledged. This situation occurs 
in the threat of local resistance to local aggression. The party threaten- 
ing achieves its commitment, and hence the credibility of its threat, 
not by referring to what it would gain from carrying out the threat 
in this particular instance but by pointing to the long-run value of a 
fulfilled threat in enhancing the credibility of future threats. 

The Restrictive Agenda. When there are two objects to negotiate, the 
decision to negotiate them simultaneously or in separate forums or at 
separate times is by no means neutral to the outcome, particularly 
when there is a latent extortionate threat that can be exploited only if 
it can be attached to some more ordinary, legitimate, bargaining situa- 
tion. The protection against extortion depends on refusal, unavail- 
ability, or inability, to negotiate. But if the object of the extortionate 
threat can be brought onto the agenda with the other topic, the latent 
threat becomes effective. 

Tariff bargaining is an example. Ii reciprocal tariffs on cheese and 
automobiles are to be negotiated, one party may alter the outcome 
by threatening a purely punitive change in some other tariff. But if 
the bargaining representatives of the threatened party are confined 
to the cheese-automobile agenda, and have no instructions that permit 
them even to take cognizance of other commodities, or if there are 
ground rules that forbid mention of other tariffs while cheese and auto- 
mobiles remain unsettled, this extortionate weapon must await another 
opportunity. If the threat that would be brought to the conference 
table is one that cannot stand publicity, publicity itself may prevent 
its effective communication. 

The Possibility of Compensation. As Fellner has pointed out, agree- 
ment may be dependent on some means of redistributing costs or 
gains.* If duopolists, for example, divide markets in a way that maxi- 
mizes their combined profits, some initial accrual of profits is there- 
by determined; any other division of the profits requires that one firm 
be able to compensate the other. If the fact of compensation would be 
evidence of illegal collusion, or if the motive for compensation would 
be misunderstood by the stockholders, or if the two do not sufficiently 


‘W. Fellner, Competition Among the Few (New York, 1949), pp. 34-35, 191-97, 231-32, 
234. 
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trust each other, some less optimum level of joint profits may be re- 
quired in order that the initial accrual of profits to the two firms be in 
closer accordance with an agreed division of gains between them. 

When agreement must be reached on something that is inherently 
a one-man act, any division of the cost depends on compensation. The 
“agenda” assumes particular importance in these cases, since a prin- 
cipal means of compensation is a concession on some other object. If 
two simultaneous negotiations can be brought into a contingent rela- 
tionship with each other, a means of compensation is available. If 
they are kept separate, each remains an indivisible object. 

It may be to the advantage of one party to keep a bargain isolated, 
and to the other to join it to some second bargain. If there are two 
projects, each with a cost of three, and each with a value of two to A 
and a value of four to B, and each is inherently a “one-man” project 
in its execution, and if compensation is institutionally impossible, B 
will be forced to pay the entire cost of each as long as the two projects 
are kept separate. He cannot usefully threaten nonperformance, since 
A has no incentive to carry out either project by himself. But if B 
can link the projects together, offering to carry out one while A carries 
out the other, and can effectively threaten to abandon both unless A 
carries out one of them, A is left an option with a gain of four and a 
cost of three, which he takes, and B cuts his cost in half. 

An important limitation of economic problems, as prototypes of bar- 
gaining situations, is that they tend disproportionately to involve divi- 
sible objects and compensable activities. If a drainage ditch in the back 
of one house will protect both houses; and if it costs $1,000 and is 
worth $800 to each home-owner; neither would undertake it separately, 
but we nevertheless usually assume that they will get together and see 
that this project worth $1,600 to the two of them gets carried out. But 
if it costs 10 hours a week to be scoutmaster, and each considers it 
worth 8 hours of his time to have a scout troop but one man must do 
the whole job, it is far from certain that the neighbors will reach a deal 
according to which one puts 10 hours on the job and the other pays 
him cash or does 5 hours’ gardening for him. When two cars meet on a 
narrow road, the ensuing deadlock is aggravated by the absence of a 
custom of bidding to pay for the right of way. Parliamentary dead- 
locks occur when logrolling is impracticable. Measures that require 
unanimous agreement can often be initiated only if several are bun- 
dled together.° 

The Mechanics of Negotiation. A number of other characteristics 
deserve mention, although we shall not work out their implications. Is 

*Inclusion of a provision on the Saar in the “Paris Agreements” that ended the occu- 


pation of Western Germany may have reflected either this principle or the one in the pre- 
ceding paragraph. 


i 
: 
Ae 
i 
3 
: 
5 
‘ 


SCHELLING: AN ESSAY ON BARGAINING 291 


there a penalty on the conveyance of false information? Is there a pen- 
alty on called bluffs, i.c., can one put forth an offer and withdraw it 
after it has been accepted? Is there a penalty on hiring an agent who 
pretends to be an interested party and makes insincere offers, simply to 
test the position of the other party? Can all interested parties be recog- 
nized? Is there a time limit on the bargaining? Does the bargaining 
take the particular structure of an auction, a Dutch auction, a sealed 
bid system, or some other formal arrangement? Is there a status quo, 
so that unavailability for negotiation can win the status quo for the 
party that prefers it? Is renegotiation possible in case of stalemate? 
What are the costs of stalemate? Can compliance with the agreement 
be observed? What, in general, are the means of communication, and 
are any of them susceptible of being put out of order by one party or 
the other? If there are several items to negotiate, are they negotiated in 
one comprehensive negotiation, separately in a particular order so that 
each piece is finished before the next is taken up, or simultaneously 
through different agents or under different rules. 

The importance of many of these structural questions becomes evi- 
dent when one reflects on parliamentary technique. Rules that permit 
a president to veto an appropriation bill only in its entirety, or that 
require each amendment to be voted before the original act is voted 
on, or a priority system accorded to different kinds of motions, sub- 
stantially alter the incentives that are brought to bear on each action. 
One who might be pressured into choosing second best is relieved of 
his vulnerability if he can vote earlier to eliminate that possibility, 
thereby leaving only first and third choices about which his preference 
is known to be so strong that no threat will be made. 

Principles and Precedents. To be convincing, commitments usually 
have to be qualitative rather than quantitative, and to rest on some 
rationale. It may be difficult to conceive of a really firm commitment 
to $2.07'4; why not $2.0214? The numerical scale is too continuous 
to provide good resting places, except at nice round numbers like 
$2.00. But a commitment to the principle of “profit sharing,” “cost- 
of-living increases,” or any other basis for a numerical calculation 
that comes out at $2.0714, may provide a foothold for a commitment. 
Furthermore, one may create something of a commitment by putting 
the principles and precedents themselves in jeopardy. If in the past 
one has successfully maintained the principle of, say, nonrecognition 
of governments imposed by force, and elects to nail his demands to 
that principle in the present negotiation, he not only adduces pre- 
cedent behind his claim but risks the principle itself. Having pledged 
it, he may persuade his adversary that he would accept stalemate 
rather than capitulate and discredit the principle. 

Casuistry. If one reaches the point where concession is advisable, he 
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has to recognize two effects: it puts him closer to his opponent’s posi- 
tion, and it affects his opponent’s estimate of his firmness. Concession 
not only may be construed as capitulation, it may mark a prior com- 
mitment as a fraud, and make the adversary skeptical of any new 
pretense at commitment. One, therefore, needs an “excuse” for ac- 
commodating his opponent, preferably a rationalized reinterpretation 
of the original commitment, one that is persuasive to the adversary 
himself. 

More interesting is the use of casuistry to release an opponent from 
a commitment. If one can demonstrate to an opponent that the latter 
is not committed, or that he has miscaluculated his commitment, one 
may in fact undo or revise the opponent’s commitment. Or if one can 
confuse the opponent’s commitment, so that his constituents or prin- 
cipals or audience cannot exactly identify compliance with the com- 
mitment—show that “productivity” is ambiguous, or that “propor- 
tionate contributions” has several meanings—one may undo it or lower 
its value. In these cases it is to the opponent’s disadvantage that this 
commitment be successfully refuted by argument. But when the op- 
ponent has resolved to make a moderate concession one may help him 
by proving that he cam make a moderate concession consistent with his 
former position, and that if he does there are no grounds for believ- 
ing it to reflect on his original principles. One must seek, in other 
words, a rationalization by which to deny himself too great a reward 
from his opponent’s concession, otherwise the concession will not be 
made.® 

Ill. The Threat 


When one threatens to fight if attacked or to cut his price if his 
competitor does, the threat is no more than a communication of one’s 
own incentives, designed to impress on the other the automatic con- 


*In many textbook problems, such as bilateral monopoly between firms, the ends of 
the bargaining range are points of zero profits for one or the other party; and to settle 
for one’s minimum position is no better than no settlement at all. But apart from certain 
buying and selling situations there are commonly limits on the range of acceptable out- 
comes, and the least favorable outcome that one is free to accept may be substantially 
superior to stalemate. In these cases one’s overriding purpose may be to forestall any 
misguided commitment by the other party. If the truth is more demonstrable than a false 
position, a conservative initial position is indicated, as it is if any withdrawal from an 
initial “advanced” positon would discredit any subsequent attempt to convey the truth. 
Actually, though a person does not commonly invite penalties on his own behavior, the 
existence of an enforceable penalty on falsehood would be of assistance; if one can 
demonstrate, for example, his cost or income position by showing his income tax return, 
the penalties on fraud may enhance the value of this evidence. 

Even the “pure” bilateral monopoly case becomes somewhat of this nature if the 
bargaining is conducted by agents or employees whose rewards are more dependent on 
whether agreement is reached than on how favorable the terms of the agreement are. 
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sequences of his act. And, incidentally, if it succeeds in deterring, it 
benefits both parties. 

But more than communication is involved when one threatens an 
act that he would have no incentive to perform but that is designed 
to deter through its promise of mutual harm. To threaten massive re- 
taliation against small encroachments is of this nature, as is the threat 
to bump a car that does not yield the right of way or to call a costly 
strike if the wage rate is not raised a few cents. The distinctive feature 
of this threat is that the threatener has no incentive to carry it out 
either before the event or after. He does have an incentive to bind 
himself to fulfill the threat, if he thinks the threat may be successful, 
because the threat and not its fulfillment gains the end; and fulfillment 
is not required if the threat succeeds. The more certain the contingent 
fulfillment is, the less likely is actual fulfillment. But the threat’s 
efficacy depends on the credulity of the other party, and the threat is 
ineffectual unless the threatener can rearrange or display his own in- 
centives so as to demonstrate that he would, ex post, have an incen- 
tive to carry it out.” 

We are back again at the commitment. How can one commit him- 
self in advance to an act that he would in fact prefer not to carry out 
in the event, in order that his commitment may deter the other party? 
One can of course bluff, to persuade the other falsely that the costs 
or damages to the threatener would be minor or negative. More in- 
teresting, the one making the threat may pretend that he himself 
erroneously believes his own costs to be small, and therefore would 
mistakenly go ahead and fulfill the threat. Or perhaps he can pretend a 
revenge motivation so strong as to overcome the prospect of self- 
damage; but this option is probably most readily available to the truly 
revengeful. Otherwise he must find a way to commit himself. 

One may try to stake his reputation on fulfillment, in a manner 
that impresses the threatened person. One may even stake his reputa- 
tion with the threatened person himself, on grounds that it would be 
worth the costs and pains to give a lesson to the latter if he fails to 
heed the threat. Or one may try to arrange a legal commitment, per- 


‘Incidentally, the deterrent threat has some interesting quantitative characteristics, re- 
flecting the general asymmetry between rewards and punishments. It is not necessary, for 
example, that the threat promise more damage to the party threatened than to the party 
carrying it out. The threat to smash an old car with a new one may succeed if believed, 
or to sue expensively for small damages, or to start a price war. Also, as far as the power 
to deter is concerned, there is no such thing as “too large” a threat; if it is large enough 
to succeed, it is not carried out anyway. A threat is only “too large” if its very size inter- 
feres with its credibility. Atomic destruction for small misdemeanors, like expensive in- 
carceration for overtime parking, would be superfluous but not exhorbitant unless the 
threatened person considered it too awful to be real and ignored it. 
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haps through contracting with a third party.‘ Or if one can turn the 
whole business over to an agent whose salary (or business reputation) 
depends on carrying out the threat but who is unalterably relieved of 
any responsibility for the further costs, one may shift the incentive. 

The commitment problem is nicely illustrated by the legal doctrine 
of the “last clear chance” which recognizes that, in the events that led 
up to an accident, there was some point at which the accident became 
inevitable as a result of prior actions, and that the abilities of the two 
parties to prevent it may not have expired at the same time. In bar- 
gaining, the commitment is a device to leave the last clear chance to 
decide the outcome with the other party, in a manner that he fully 
appreciates; it is to relinquish further initiative, having rigged the 
incentives so that the other party must choose in one’s favor. If one 
driver speeds up so that he cannot stop, and the other realizes it, the 
latter has to yield. A legislative rider at the end of a session leaves 
the President the last clear chance to pass the bill. This doctrine helps 
to understand some of those cases in which bargaining “strength” 
inheres in what is weakness by other standards. When a person—or 
a country— has lost the power to help himself, or the power to avert 
mutual damage, the other interested party has no choice but to assume 
the cost or responsibility. “Coercive deficiency” is the term Arthur 
Smithies uses to describe the tactic of deliberately exhausting one’s 
annual budgetary allowance so early in the year that the need for more 
funds is irresistibly urgent.’ 

A related tactic is maneuvering into a status quo from which one 
can be dislodged only by an overt act, an act that precipitates mutual 
damage because the maneuvering party has relinquished the power to 
retreat. If one carries explosives visibly on his person, in a manner that 
makes destruction obviously inevitable for himself and for any as- 
sailant, he may deter assault much more than if he retained any con- 
trol over the explosives. If one commits a token force of troops that 
would be unable to escape, the commitment to full resistance is in- 
creased. Walter Lippmann has used the analogy of the plate glass 
window that helps to protect a jewelry store: anyone can break it 
easily enough, but not without creating an uproar. 

Similar techniques may be available to the one threatened. His best 
defense, of course, is to carry out the act before the threat is made; 

* Mutual defense treaties among strong and weak nations might best be viewed in this 


light, z.e., not as undertaken to reassure the small nations nor in exchange for a quid pro 
quo, but rather as a device for surrendering an embarrassing freedom of choice. 

*A. Smithies, The Budgetary Process in the United States (New York, 1955), pp. 40, 
56. One solution is the short tether of an apportionment process. See also T. C. Schelling, 
“American Foreign Assistance,” World Politics, July 1955, VII, 609-25, regarding the 
same principle in foreign aid allocations. 
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in that case there is neither incentive nor commitment for retaliation. 
If he cannot hasten the act itself, he may commit himself to it; if the 
person to be threatened is already committed, the one who would 
threaten cannot deter with his threat, he can only make certain the 
mutually disastrous consequences that he threatens.’’ If the person 
to be threatened can arrange before the threat is made to share the 
risk with others (as suggested by the insurance solution to the right- 
of-way problem mentioned earlier) he may become so visibly un- 
susceptible to the threat as to dissuade the threatener. Or if by any 
other means he can either change or misrepresent his own incentives, 
to make it appear that he would gain in spite of threat fulfillment 
(or perhaps only that he thinks he would), the threatener may have 
to give up the threat as costly and fruitless; or if one can misrepresent 
himself as either unable to comprehend a threat, or teo obstinate to 
heed it, he may deter the threat itself. Best of all may be genuine 
ignorance, obstinacy, or simple disbelief, since it may be more convinc- 
ing to the prospective threatener; but of course if it fails to persuade 
him and he commits himself to the threat, both sides lose. Finally, 
both the threat and the commitment have to be communicated; if the 
threatened person can be unavailable for messages, or can destroy the 
communication channels, even though he does so in an obvious 
effort to avert threat, he may deter the threat itself.’ But the time 


to show disbelief or obstinacy is before the threat is made, 7.e., before 
the commitment is taken, not just before the threat is fulfilled; it does 
no good to be incredulous, or out of town, when the messenger ar- 
rives with the committed threat. 

In threat situations, as in ordinary bargaining, commitments are 
not altogether clear; each party cannot exactly estimate the costs and 
values to the other side of the two related actions involved in the 


* The system of supplying the police with traffic tickets that are numbered and in- 
capable of erasures makes it possible for the officer, by writing in the license number 
of the car before speaking to the driver, to preclude the latter’s threat. Some trucks carry 
signs that say, “Alarm and lock system not subject to the driver’s control.” The time 
lock on bank vaults serves much the same purpose, as does the mandatory secret ballot 
in elections. So does starting an invasion with a smal] advance force that, though too small 
and premature to win the objective, attaches too much “face” to the enterprise to per- 
mit withdrawal: the larger force can then be readied without fear of inviting a purely 
deterrent threat. At Yale the faculty is protected by a rule that denies instructors the 
power to change a course grade once it has been recorded. 


“The racketeer cannot sell protection if he cannot find his customer at home; nor 
can the kidnapper expect any ransom if he cannot communicate with friends or relatives. 
Thus, as a perhaps impractical suggestion, a law that required the immediate confinement 
of all interested friends and relatives when a kidnapping occurred might make the prospects 
for ransom unprofitably dim. The rotation of watchmen and policemen, or their assign- 
ment in random pairs, not only limits their exploitation of bribes but protects them 
from threats. 
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threat; the process of commitment may be a progressive one, the com- 
mitments acquiring their firmness by a sequence of actions. Communi- 
cation is often neither entirely impossible nor entirely reliable; while 
certain evidence of one’s commitment can be communicated directly, 
other evidence must travel by newspaper or hearsay, or be demon- 
strated by actions. In these cases the unhappy possibility of both acts 
occurring, as a result of simultaneous commitment, is increased. 
Furthermore, the recognition of this possibility of simultaneous com- 
mitment becomes itself a deterrent to the taking of commitments.” 

In case a threat is made and fails to deter, there is a second stage 
prior to fulfillment in which both parties have an interest in undoing 
the commitment. The purpose of the threat is gone, its deterrence 
value is zero, and only the commitment exists to motivate fulfillment. 
This feature has, of course, an analogy with stalemate in ordinary 
bargaining, stalemate resulting from both parties getting committed 
to incompatible positions, or one party mistakenly committing him- 
self to a position that the other truly would not accept. Ii there ap- 
pears a possibility of undoing the commitment, both parties have an 
interest in doing so. How to undo it is a matter on which their inter- 
ests diverge, since different ways of undoing it lead to different out- 
comes. Furthermore, “undoing” does not mean neglecting the com- 
mitment regardless of reputation; “undoing,” if the commitment of 
reputation was real, means disconnecting the threat from one’s reputa- 
tion, perhaps one’s own reputation with the threatened person himself. 
It is therefore a subtle and tenuous situation in which, though both 
have an interest in undoing the commitment, they may be quite un- 
able to collaborate in undoing it. 

Special care may be needed in defining the threat, both the act that 
is threatened against and the counter act that is threatened. The diffi- 
culty arises from the fact, just noted, that once the former has been 
done the incentive to perform the latter has disappeared. The credi- 
bility of the threat before the act depends on how visible to the threat- 
ened party is the ability of the threatening party to rationalize his 
way out of his commitment once it has failed its purpose. Any loop- 
holes the threatening party leaves himself, if they are visible to the 
threatened party, weaken the visible commitment and hence reduce 
the credibility of the threat. 

"It is a remarkable institutional fact that there is no simple, universal way for persons 
or nations to assume commitments of the kind we have been discussing. There are numer- 
ous ways they can try, but most of them are quite ambiguous, unsure, or only occasionally 
available. In the “cross-my-heart” society adverted to earlier, bargaining theory would 
reduce itself to game strategy and the mechanics of communication; but in most of the 


contemporary world the topic is mainly an empirical and institutional one of who can 
commit, how, and with what assurance of appreciation by the other side. 
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It is essential, therefore, for maximum credibility to leave as little 
room as possible for judgment or discretion in carrying out the threat. 
If one is committed to punish a certain type of behavior when it 
reaches certain limits, but the limits are not carefully and objectively 
defined, the party threatened will realize that when the time comes to 
decide whether the threat must be enforced or not, his interest and 
that of the threatening party will coincide in an attempt to avoid the 
mutually unpleasant consequences. 

In order to make a threat precise, so that its terms are visible both 
to the threatened party and to any third parties whose reaction to the 
whole affair is of value to the adversaries, it may be necessary to intro- 
duce some arbitrary elements. The threat must involve overt acts 
rather than intentions; it must be attached to the visible deeds, not in- 
visible ones; it may have to attach itself to certain ancillary actions 
that are of no consequence in themselves to the threatening party. It 
may, for example, have to put a penalty on the carrying of weapons 
rather than their use; on suspicious behavior rather than observed 
misdemeanors; on proximity to a crime rather than the crime itself. 
And, finally, the act of punishment must be one whose effect or in- 
fluence is clearly discernible.** 

In order that one be able to pledge his reputation behind a threat, 
there must be continuity between the present and subsequent issues 
that wil! arise. This need for continuity suggests a means of making 
the original threat more effective; if it can be decomposed into a series 
of consecutive smaller threats, there is an opportunity to demonstrate 
on the first few transgressions that the threat will be carried out on the 
rest. Even the first few become more plausible, since there is a more 
obvious incentive to fulfill them as a “lesson.” 

This principle is perhaps most relevant to acts that are inherently 
a matter of degree. In foreign aid programs the overt act of terminat- 
ing assistance may be so obviously painful to both sides as not to be 
taken seriously by the recipient, but if each small misuse of funds is 
to be accompanied by a small reduction in assistance, never so large 
as to leave the recipient helpless nor to provoke a diplomatic breach, 
the willingness to carry it out will receive more credulity; or, if it does not 
at first, a few lessons may be persuasive without too much damage.* 


“During 1950, the Economic Cooperation Administration declared its intention to 
reward Marshall Plan countries that followed especially sound policies, and to penalize 
those that did not, through the device of larger or smaller aid allotments. But since the 
base figures had not been determined, and since their determination would ultimately 
involve judgment rather than formulas, there would be no way afterwards to see 
whether in fact the additions and subtractions were made, and the plan suffered from 
implausibility. 

“Perhaps the common requirement for amortization of loans at frequent intervals, 
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The threatening party may not, of course, be able to divide the act 
into steps. (Both the act to be deterred and the punishment must 
be divisible.) But the principle at least suggests the unwisdom of 
defining aggression, or transgression, in terms of some critical degree 
or amount that will be deemed intolerable. When the act to be de- 
terred is inherently a sequence of steps whose cumulative effect is what 
matters, a threat geared to the increments may be more credible than 
one that must be carried either all at once or not at all when some 
particular point has been reached. It may even be impossible to define 
a “critical point” with sufficient clarity to be persuasive. 

To make the threatened acts divisible, the acts themselves may have 
to be modified. Parts of an act that cannot be decomposed may have to 
be left out; ancillary acts that go with the event, though of no interest 
in themselves, may be objects to which a threat can effectively be at- 
tached. For example, actions that are only preparatory to the main act, 
and by themselves do no damage, may be susceptible of chronological 
division and thus be effective objects of the threat. The man who 
would kick a dog should be threatened with modest punishment for 
each step toward the dog, even though his proximity is of no interest 
in itself. 

Similar to decomposing a threat into a series is starting a threat 
with a punitive act that grows in severity with the passage of time. 
Where a threat of death by violence might not be credited, cutting 
off the food supply might bring submission. For moral or public re- 
lations purposes, this device may in fact leave the “last clear chance” 
to the other, whose demise is then blamed on his stubbornness if the 
threat fails. But in any case the threatener gets his overt act out of 
the way while it is still preliminary and minor, rather than letting it 
stand as a final, dreadful, and visible obstacle to his resolution. And 
if the suffering party is the only one in a position to know, from 
moment to moment, how near to catastrophe they have progressed, his 
is the last clear chance in a real sense. Furthermore, the threatener 
may be embarrassed by his adversary’s collapse but not by his dis- 
comfort; and the device may therefore transform a dangerous once- 
for-all threat into a less costly continuous one. Tenants are less easily 
removed by threat of forcible eviction than by simply shutting off 
the utilities."° 
rather than in a lump sum at the end of the loan period, reflects an analogous principle, 
as does the custom of giving frequent examinations in a college course to avoid letting 
a student’s failure hinge exclusively on a single grading decision after the course is 
finished. 

* This seems to be the tactic that avoided an explosion and induced de Gaulle’s forces 
to vacate a province they had occupied in Northern Italy in June 1945, after they had 


a 
we 


SCHELLING: AN ESSAY ON BARGAINING 299 


A piecemeal approach may also be used by the threatened person. 
If he cannot obviate the threat by hastening the entire act, he may 
hasten some initial stage that clearly commits him to eventual com- 
pletion. Or, if his act is divisible while the threatener’s retaliation 
comes only in the large economy size, performing it as a series of 
increments may deny the threatener the dramatic overt act that 
would trigger his response. 


IV. The Promise 


Among the legal privileges of corporations, two that are mentioned 
in textbooks are the right to sue and the “right” to be sued. Who wants 
to be sued! But the right to be sued is the power to make a promise: 
to borrow money, to enter a contract, to do business with someone 
who might be damaged. If suit does arise the “right” seems a liability 
in retrospect; beforehand it was a prerequisite to doing business. 

In brief, the right to be sued is the power to accept a commitment. 
In the commitments discussed up to this point, it was essential that 
one’s adversary (or “partner,” however we wish to describe him) not 
have the power to release one from the commitment; the commitment 
was, in effect, to some third party, real or fictitious. The promise is a 
commitment to the second party in the bargain, and is required when- 
ever the final action of one or of each is outside the other’s control. 
It is required whenever an agreement leaves any incentive to cheat.’® 

This need for promises is more than incidental; it has an institu- 
tional importance of its own. It is not always easy to make a convinc- 
ing, self-binding, promise. Both the kidnapper who would like to re- 
lease his prisoner, and the prisoner, may search desperately for a way 
to commit the latter against informing on his captor, without finding 
one. If the victim has committed an act whose disclosure could lead to 
blackmail, he may confess it; if not, he might commit one in the pres- 
ence of his captor, to create the bond that will ensure his silence. 
But these extreme possibilities illustrate how difficult, as well as im- 
portant, it may be to assume a promise. If the law will not enforce 
price agreements; or if the union is unable to obligate itself to a no- 


announced that any effort of their allies to dislodge them would be treated as a hostile 
act. See Harry S. Truman, Year of Decisions (New York, 1955), pp. 239-42; and Winston 
S. Churchill, Triumph and Tragedy, Vol. VI of The Second World War (Boston, 1953) 
pp. 566-68. 

“ The threat may seem to be a promise if the pledge behind it is only one’s reputation 
with his adversary; but it is not a promise from which the second party can unilaterally 
release the threatener, since he cannot convincingly dissociate his own future estimate 
of the threatener from the latter’s performance. 
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strike pledge; or if a contractor has no assets to pay damages if he 
loses a suit, and the law will not imprison debtors; or if there is no 
“audience” to which one can pledge his reputation; it may not be pos- 
sible to strike a bargain, or at least the same bargain that would other- 
wise be struck. 

Bargaining may have to concern itself with an “incentive” system as 
well as the division of gains. Oligopolists may lobby for a “fair-trade” 
law; or exchange shares or stocks. An agreement to stay out of each 
other’s market may require an agreement to redesign the products to 
be unsuitable in each other’s area. Two countries that wish to agree 
not to make military use of an island may have to destroy the useful- 
ness of the island itself. (In effect, a “third-party commitment” has 
to be assumed when an effective “second-party commitment” cannot 
be devised. 

Fulfillment is not always observable. If one sells his vote in a 
secret election, or a government agrees to recommend an act to its 
parliament, or an employee agrees not to steal from inventory, or a 
teacher agrees to keep his political opinions out of class, or a country 
agrees to stimulate exports “as much as possible,” there is no reliable 
way to observe or measure compliance. The observable outcome is 
subject to a number of influences, only one of which is covered by the 
agreement. The bargain may therefore have to be expressed in terms 
of something observable, even though what is observable is not the 
intended object of the bargain. One may have to pay the bribed voter 
if the election is won, not on how he voted; to pay a salesman a com- 
mission on sales, rather than on skill and effort; to reward policemen 
according to statistics on crime rather than on attention to duty; or 
to punish all employees for the transgressions of one. And where per- 
formance is a matter of degree, the bargain may have to define arbi- 
trary limits distinguishing performance from nonperformance; a speci- 
fied loss of inventory treated as evidence of theft; a specified in- 
crease in exports considered an “adequate” effort; specified samples 
of performance taken as representative of total performance.” 

The tactic of decomposition applies to promises as well as to threats. 
What makes many agreements enforceable is only the recognition of 
future opportunities for agreement that will be eliminated if mutual 


“In an earlier age, hostages were exchanged. 

“Inability to assume an enforceable promise, like inability to perform the activity de- 
manded, may protect one from an extortionate threat. The mandatory secret ballot is a 
nuisance to the voter who would like to sell his vote, but protection to the one who 
would fear coercion. 
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trust is not created and maintained, and whose value outweighs the 
momentary gain from cheating in the present instance. Each party 
must be confident that the other will not jeopardize future opportuni- 
ties by destroying trust at the outset. This confidence does not always 
exist; and one of the purposes of piecemeal bargains is to cultivate the 
necessary mutual expectations. Neither may be willing to trust the 
other’s prudence (or the other’s confidence in the first’s prudence, 
etc.) on a large issue. But if a number of preparatory bargains can be 
struck on a small scale, each may be willing to risk a small invest- 
ment to create a tradition of trust. The purpose is to let each party 
demonstrate that he appreciates the need for trust and that he knows 
the other does too. So if a major issue has to be negotiated, it may be nec- 
essary to seek out and negotiate some minor items for “practice,” to 
establish the necessary confidence in each other’s awareness of the 
long-term value of good faith. 

Even if the future will bring no recurrence, it may be possible to 
create the equivalence of continuity by dividing the bargaining issue 
into consecutive parts. If each party agrees to send a million dollars 
to the Red Cross on condition the other does, each may be tempted to 
cheat if the other contributes first, and each one’s anticipation of the 
other’s cheating will inhibit agreement. But if the contribution is 
divided into consecutive small contributions, each can try the other’s 
good faith for a small price. Furthermore, since each can keep the 
other on short tether to the finish, no one ever need risk more than one 
small contribution at a time. Finally, this change in the incentive struc- 
ture itself takes most of the risk out of the ‘nitial contribution; the 
value of established trust is made obviously visible to both. 

Preparatory bargains serve another purpose. Bargaining can only 
occur when at least one party takes initiative in proposing a bargain. 
A deterrent to initiative is the information it yields, or may seem to 
yield, about one’s eagerness. But if each has visible reason to expect 
the other to meet him half way, because of a history of successful bar- 
gaining, that very history provides protection against the inference of 
overeagerness.”” 

” Perhaps two adversaries who look forward to some large negotiated settlement would 
do well to keep avenues open for negotiation of minor issues. If, for example, the number 
of loose ends in dispute between East and West should narrow down so much that 
nothing remains to be negotiated but the “ultimate issue” (some final, permanent dis- 
position of all territories and armaments) the possibility of even opening negotiations 
on the latter might be jeopardized. Or if the minor issues are not disposed of, but become 
so attached to the “big” issue that willingness to negotiate on them would be construed 


as overeagetness on the whole settlement, the possibility of preparatory bargains might 
disappear. 
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V. An Illustrative Game 


Various bargaining situations involving commitments, threats, 
promises, and communication problems, can be illustrated by variants 
of a game in which each of two persons has a pair of alternatives from 
which to choose. North chooses either A or «; East chooses either B 
or §. Each person’s gain depends on the choices of both. Each of the 
four possible combined choices, AB, A$, «B, or 2%, yields a particular 
gain or loss for North and a particular gain or loss for East. No com- 
pensation is payable between North and East. In general, each person’s 
preference may depend on the choice the other makes. 

Each such game can be quantitatively represented in a two dimen- 
sional graph, with North’s gain measured vertically and East’s hori- 
zontally, and the values of the four combined choices denoted by points 
labeled AB, A3, «2, and 2B. In spite of the simplicity of the game 
there is actually a large number of qualitatively different variants, de- 
pending not only on the relative positions of the four points in the 
plane but also on the “rules” about order of moves, possibility of 
communication, availability of means of commitment, enforceability 
of promises, and whether two or more games between two persons can be 
joined together. The variations can be multiplied almost without limit by 
selecting different hypotheses about what each player knows or guesses 
about the “values” of the four outcomes for the other player, and what 
he guesses the other party guesses about himself. For convenience we 
assume here that the eight “values” are obvious in an obvious way to 
both persons. And, just as we have ruled out compensation, we rule 
out also threats of actions that lie outside the game. A very small sam- 
ple of such games is presented. 

Figure 1 represents an “ordinary” bargaining situation if we adopt 
the rule that North and East must reach explicit agreement before 
they choose. A$ and 2B can be thought of as alternative agreements 
that they may reach, while AB and 2%, with zero values for both per- 
sons, can be interpreted as the bargaining equivalent of “no sale.’’ 
Whoever can first commit himself wins. If North can commit himself 
to A he will secure A$, since he leaves East a choice between A$ and 
AB and the former is obviously East’s choice under the circumstances. 
If East could have committed himself first to B, however, North would 
have been restricted to a choice of 2B or no agreement (i.e., of «B or 
AB) and would have agreed to «B. As a matter of fact, first com- 
mitment is a kind of “first move”; and in a game with the same num- 
bers but with moves in turn, first move would be an advantage. If, 
by mistake, both parties get committed, North to A and East to B, 
they lock themselves in stalemate at AB. 
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Figure 2 illustrates a deterrent threat if we interpret AB as the 
status quo, with North planning a shift to « (leading to 2B) and East 
threatening a shift to 6 (resulting in 22) if he does. If North moves 
first, East can only lose by moving to %, and similarly if North can 
commit himself to « before East can make his threat; but if East can 
effectively threaten the mutually undesirable 22, he leaves North only 
a choice of 22 or AB and North chooses the latter. Note that it is not 
sufficient for East to commit his choice in advance, as it was in Figure 
1; he must commit himself to a conditional choice, B or $ depending 
on whether North chooses A or 2. If East committed his choice he 
would obtain only the advantage of “first move”; and in the present 
game, if moves were in turn, North would win at «B regardless of who 
moved first. (East would choose B rather than @, to leave North a 
choice of 2B or AB rather than of #3 or A$; and North would take 
#B. North, with first move, would choose 2 rather than A, leaving East 
#2 or 2B rather than A$ or AB; East would take 2B.) 

Figure 3 illustrates the promise. Whoever goes first, or even if 
moves are simultaneous, #B is a “minimax”; either can achieve it by 
himself, and neither can threaten the other with anything worse. Both 
would, however, prefer A? to 2B; but to reach Af they must trust each 
other or be able to make enforceable promises. Whoever goes first, the 
other has an incentive to cheat; if North chooses A, East can take AB, 
and if East chooses @ first, North can choose 22. If moves are simul- 
taneous each has an incentive to cheat, and each may expect the other 
to cheat; and either deliberate cheating, or self-protection against the 
other’s incentive to cheat, indicates choices of « and B. At least one 
party must be able to commit himself to abstention; then the other 
can move first. If both must move simultaneously, both must be able 
to make enforceable promises. 
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Figure 4 is the same as Figure 3 except that #B has been moved 
leftward. Here, in the absence of communication, North wins at 2? 
regardless of whether he or East moves first or moves are simultane- 
ous. If, however, East can communicate a conditional commitment, he 
can force North to choose A and an outcome of A%. But this commit- 
ment is something more than either a promise or a threat; it is both a 
promise and a threat. He must threaten 2B if North chooses 2; and he 


North North 


af 
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must promise “not AB” if North chooses A. The threat alone will not 
induce North to avoid «; 2B is better than AB for North, and AB is 
what he gets with A if East is free to choose B. East must commit 
himself to do, for either « or A, the opposite of what he would do if he 
were not committed: abstention from AB or immolation at 2B. 

Finally, Figures 5 and 6 show two games that separately contain noth- 
ing of interest but together make possible an extortionate threat. Fig- 
ure 5 has a minimax solution at +B; either can achieve «B, neither can 
enforce anything better, no collaboration is possible, no threat can be 
made. Figure 6, though contrasting with Figure 5 in the identity of 
interest between the two parties, is similarly devoid of any need for 
collaboration or communication or any possible threat to exploit. With 
or without communication, with or without an order of moves, the out- 
come is at AB. 

But suppose the two games are simultaneously up for decision, and 
the same two parties are involved in both. If either party can commit 
himself to a threat he may improve his position. East, for example, 
could threaten to choose $ rather than B in game 6, unless North chose 
A rather than « in game 5; alternatively, North could threaten @ in 


game 6 unless East chose ? in game 5. Assuming the intervals large 
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enough in game 6, and the threat persuasively committed and com- 
municated, the threatener gains in game 5 at no cost in game 6. Be- 
cause his threat succeeds he does not carry it out; so he gets AB in 6 
as well as his preferred choice in game 5. To express this result dif- 
ferently, game 6 supplies what was ruled out earlier, namely the threat 
of an act “outside the game.” From the point of view of game 5, game 
6 is an extraneous act, and East might as well threaten to burn North’s 
house down if he does not choose A in 5. But such purely extortionate 
threats are not always easy to make; they often require an occasion, 
an object, and a means of communication, and additionally often suffer 
from illegality, immorality, or resistance out of sheer stubbornness. 
The joining of two negotiations on the same agenda may thus succeed 
where a purely gratuitous threat would be impracticable. 

If North cannot commit himself to a threat, and consequently de- 
sires only to prevent a threat by East, it is in his interest that com- 
munication be impossible; or, if communication occurs, it is in his 
interest that the two games not be placed on the same agenda; or, if 
he cannot prevent their being discussed together by East, it is in his 
interest to turn each game over to a different agent whose compensa- 
tion depends only on the outcome of his own game. If North can force 
game 6 to be played first, and is unable to commit himself in response 
to a threat, the threat is obviated. If he can commit his choice in game 
5 before the threat is made, he is safe. But if he can commit himself 
in game 5, and game 6 is to be played first, East could threaten to 
choose ¢ in game 6 unless North assumed a prior commitment to A 
in game 5; in this case North’s ability to commit himself is a disad- 
vantage, since it permits him to be forced into “playing” game 5 
ahead of 6. 
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Incidentally, dropping AB vertically in Figure 2 to below the level 
«3 would illustrate an important principle, namely, that moving one 
point in a manner “unfavorable” to North may actually improve the 
outcome for him. The threat that kept him from winning in Figure 2 
depends on the comparative attractiveness of AB over «2 for North; 
if AB is made worse for him than «2 he becomes immune to the threat, 
which then is not made, and he wins at z2. This is an abstract analogy 
of the principle that, in bargaining, weakness may be strength. 
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POPULATION GROWTH, HOUSING, AND THE 
CAPITAL COEFFICIENT 


By R. A. Gorpon* 


In recent years, a simple type of dynamic macroeconomic model has 
come to be widely used, both in business cycle analysis and in the 
study of long-term growth. The basic parameters in these growth 
models are the marginal capital coefficient and the propensity to save. 
Both are assumed to be invariant (or else to change slowly in a pre- 
dictable way),’ and both are taken in a completely aggregative sense. 
The capital coefficient, for example, measures the net increase in the 
total capital stock (of all types) required or justified by a unit increase 
in total output (the composition of which presumably does not 
change). Little attention is paid to the fact that capital coefficients 
for the different sectors of the economy cover a wide range and that a 
serious weighting problem therefore arises if the composition of out- 
put changes significantly, as it obviously does in the long run.’ Further, 
little or no attention is paid to special types of “induced” investment 
which may be related to demand variables other than those measured 
by changes in aggregate output. 

Of these special types of “induced investment,” far and away the 
most important is residential building, which is more intimately re- 
lated to the course of population growth than to the behavior of out- 
put. What are some of the implications of disaggregating the conven- 
tional type of growth model in order to give recognition to this addi- 
tional relationship? This is the question with which this paper is con- 
cerned. The analysis is built around a study of some of the available 
data on output, investment, and population in the interwar period in 
the United States. This empirical framework will serve not only to 

*The author is professor of economics at the University of California, Berkeley. The 


present paper is part of a larger study which has been supported by the Bureau of 
Business and Economic Research at Berkeley. 


*One writer to consider the possibility of mutual adjustment among the parameters 
of a growth model is William Fellner. See his “Long-Term Tendencies in Private Capital 
Formation,” in Conference on Research in Income and Wealth, Long-Range Economic 
Projection (Princeton, 1954). See also his new book, Trends and Cycles in Economic 
Activity (New York, 1956). 

* This is apart from the further and perhaps more important problem that the capital 
coefficients in the individual sectors of the economy are also likely to change with the 
passage of time. 
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point up the practical importance of our general conclusions but also, 
perhaps, to throw some additional light on the causes of the collapse 
in investment in the 1930’s. 


I. Behavior of the Over-All Capital Coefficient 


Let us look at the behavior of the over-all capital coefficient before 
we attempt any disaggregation. In the present state of our knowledge, 
this is a treacherous area in which to operate. The available basic 
estimates of the capital stock are subject to a wide margin of error; 
the need to deflate the original estimates in order to allow for price 
changes is another source of error, as is the need to allow for deprecia- 
tion; a varying amount of government-owned wealth and of interna- 
tional claims in the estimates of the capital stock raises special prob- 
lems; and there are other ways in which the data do not satisfactorily 
match the analytical concepts that need to be used. On the empirical 
level, therefore, the ensuing analysis can be no more than suggestive.’ 

Table I presents Goldsmith’s estimates of the capital stock of the 
United States for selected years from 1903 to 1949, which have been 
combined with Kuznets’ estimates of the gross national product to 
form marginal and average capital-output ratios (or capital coeffi- 
cients).* While there is some danger in computing such ratios for 
single years, all but one of the years shown were years of relatively 
full employment in which, presumably, the capital stock was relatively 


“For a discussion of some of the weaknesses in wealth data, see R. Goldsmith’s paper 
in S. Kuznets, ed., Income and Wealth of the United States: Trends and Structure, Inter- 
national Association for Income and Wealth, Ser. II (Cambridge, England, 1952), pp. 
249 ff.; also by the same writer, “A Perpetual Inventory of National Wealth,” in Con- 
ference on Research in Income and Wealth, Studies in Income and Wealth, Vol. XIV 
(New York, 1951). A particularly di ficult problem is created by depreciation and obso- 
lescence. Wealth estimates assume given depreciation rates for different parts of the 
capital stock, and these rates are then usually held constant for the whole period covered. 
This procedure raises the following three problems, among others: (1) Depreciation does 
not necessarily mean replacement. If the capital stock is growing and the units of that 
stock all have a constant life, depreciation (on a straight-line basis) will generally exceed 
replacement (both measured in constant prices). The increase in the productive capacity 
of the capital stock in probably more accurately measured by gross investment minus 
replacement than by investment net of depreciation. However, it can be shown that, 
under certain limited conditions, the ratio of the increase in productive capacity to the 
increase in the depreciated capital stock will remain constant. (2) Productive capacity 
tends to be understated because, with technological change, new capital equipment is 
likely to be more productive than old equipment of the same cost which it replaces. 
Thus a constant capital stock, under the system of wealth accounting generally used, 
would be capable of producing a steadily increasing output. (3) Innovations that ac- 
celerate obsolescence at the same time that they lead to new investment will lead to some 
disappearance of capital equipment beyond what is reflected in unchanging depreciation 
rates. Where this happens, conventional wealth accounting will overstate the increase 
in the capital stock. 


* For further detail, see the notes to Table I. 
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fully employed.° The average capital coefficient measures the ratio 
of the total capital stock to total GNP. The marginal coefficient meas- 
ures the ratio of the increase in the capital stock to the increase in 
GNP. 

Tas_e Ratios FoR SELECTED Dares, 1903-19498 
(billions of 1929 dollars) 


Capital Stock 


| Actual Increase Actual | Increase | Average Marginal 
(1) | (2) (3) (4) | (5) | (6) (7) 
1903 131 | — | 23 | - er | - 
(1902-03) | (110.8) — | (41.2) (2.69) | 
1913 | 162.8 49.7 | 56.5 14.2 | 2.88 | 3.50 
(1912-13) | (159.6) (48.8) | (55.0) (13.8) | (2.90) | (3.54) 
1923 | 224.5 61.7 80.2 23.7 2.80 | 2.60 
(1922-23) | (219.3) | (59.7) (73.4) | (20.4) (2.91) | (2.93) 
1929 284.8 | 60.3 98.4 | 18.2 
(1928-29) | (279.9) (60.6) (95.3) | (19.9) | (2.94) | (3.05) 
193% | 266.0 -18.8 | 97.5 | —0.9 | 2.73 | 20.898 
(1937-39) | (266.2) | (—13.7) (96.2) | (0.9) | (2.77) |(—15.22)¢ 
| | | | 
1949 | 330.7 | 64.7 | 149.2 | st.7 2.22 1.25 
(1948-49) | (327.5) | (59.5) | (149.9) | (53.7) (2.18) (1.11) 


* Data on the capital stock are Goldsmith’s estimates of reproducible tangible durable 
nonmilitary wealth, excluding consumers’ durables but including housing, as given in S. Kuz- 
nets, ed., Jncome and Wealth of the United Slates: Trends and Structure, p. 327. I have made a 
minor adjustment in Goldsmith’s figures to exclude the monetary stock of gold and silver. The 
GNP figures are Kuznets’ revised unpublished estimates which he has been good enough to 
make available to me. Since this was written, Kuznets has revised these estimates further. 
Since a quick check indicated that these further revisions would not significantly affect our 
results, I have not redone the computations to allow for these latest revisions. 

> Increase from preceding year or pair of years shown. 

° The average ratio represents the ratio of total capital stock to GNP. The marginal ratio 
is the ratio of the increments. 

4 Because of the small size of the denominator in these cases (see col. 5), no significance 
should be attached to the size or sign of these particular ratios. 

* The averages in this line include only the two years 1937 and 1939. The year 1938 is 
excluded. 


Of particular interest are the sharp drop in the marginal capital 
coefficient from 1903-13 to 1913-23, the moderate size of the marginal 
coefficient for 1923-29 (less than for 1903-13) and of the average co- 


* The exception, of course, is 1939. All of the years through 1929 are years of cyclical 
peaks. The year 1939 was about as good as 1937, in which a cyclical peak did occur. While 
1949 was a year of mild recession, unemployment averaged only about 5 per cent of the 
civilian labor force. As a check on the calculations based on single years, Table I also 
gives in parentheses capital-output ratios based on pairs of years. Most of the additional 
years thus shown do not correspond to cyclical peaks. 


Po Gross National Product | Capital-Output Ratios® 
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efficient in 1929, the low value of the average coefficient in 1939 
despite the presumed existence of considerable idle resources in that 
year, and the suggestion of a downward trend in the marginal and 
average coefficients since the 1920’s, a suggestion which is strongly 
reinforced by the very low figures for 1948-49.° 

A comparison of the coefficients for the 1920’s with those for earlier 
periods does not suggest anything abnormal—for example, the devel- 
opment of widespread excess capacity—that might help to explain 
the prolonged low level of investment in the ’thirties. Although this 
does not tell us much, the average coefficient in 1928-29 does not seem 
seriously out of line, unless we postulate a sharp downward trend in 
the coefficient. Nor does the marginal coefficient for 1923-29 look ex- 
ceptionally high by the standards of the decade before the first world 
war. Put in terms of the conventional growth model, the GNP grew be- 
tween 1923 and 1929 at about 3.5 per cent per year, with which were 
associated an over-all marginal capital coefficient of 3.3 and a saving 
rate (net saving as a percentage of GNP) of something over 11 per 
cent.” These figures do not seem to represent any marked departures 
from pre-existing trends or to imply relationships radically different 
from those which had prevailed in the past. Table I offers few clues 
as to why the rate of growth during the 1920’s could not be main- 
tained. One possible clue, however, is that probably the trend in the 
capital coefficient was downward, in which case perhaps the marginal 
coefficient for 1923-1929 was higher than could be maintained indefi- 
nitely without building up excess capacity. 


II. Residential Building and the Capital Coe ficient 


Let us now do some simple disaggregation and divide the total 
capital stock into its housing and nonhousing components. This is 
done in Table II, which, for essentially the same years as in Table I, 
shows the capital stock exclusive of nonfarm housing, presents two 
estimates of the net housing stock, and relates the nonhousing stock 
to GNP and the housing stock to the number of nonfarm households. 

A very large increase in information immediately results. For the 
capital stock exclusive of housing, there is no rise in the average co- 
efficient between 1923 and 1929 (col. 6), although we are still free to 
assume that, because of an underlying downward trend, this coefficient 

*For further data on the capital-output ratio see Goldsmith’s paper in Kuznets, ed., 
op. cit., pp. 296-300. 

* Goldsmith’s estimates of the increase in the capital stock yield a cumulative total of 
net investment (and saving) somewhat higher than is secured by adding Kuznets’ esti- 
mates of net capital formation. Compare note 22, page 319, below. The figures in the text 


here compare Goldsmith’s increase in the capital stock with Kuznets’ estimates of the 
GNP. 
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may have been, in some significant sense, too high in 1929. At any 
rate, the figures do not suggest the development of widespread over- 
capacity during the ’twenties. 


TABLE IT.—RELATION OF THE NONHOUSING AND HovusiNnG SECTORS OF THE CAPITAL 
Stock TO OuTPpuT AND TO NonFarM SELECTED Dates, 1900-1939 
(in 1929 prices) 


(1) (2) (3) (4) (5) (6) (7) (8) 


Capital Stock Housing Stock per 
(billion dollars) Number] | Houssheld 
of Non- | housing ns 
Year | GNP® | Exclud- Nonfarm = — Col. (3) | Col. (4) 
(billion {ing Non-| Housing holds’ | cient [TCO (5)!-+Col. (5) 
dollars) | farm (mil- Col. (2) 
Hous- Aye B)4 li af I 1 (thousand dollars 
ing (A) (B) ions) (2) per household) 
1900 36.3 66.9 | 33.3 36.0 10.3 1.84 3.23 3.50 
1912 53.5 107.7 48.7 50.7 14.9 2.01 3.27 3.40 
1923 80.2 158.9} 65.6 61.2 19.6 1.98 3.35 $.13 
1929 98.4 192.4 | 92.4 80.6 23.1 1.96 4.00 3.49 
1939 97.5 178.1 87.9 79.0 27.7 1.83 3.17 2.85 
1948 150.5 228.9 | 91.8 82.8 34.7 1.52 2.65 2.39 


* Revised but unpublished estimates by S. Kuznets. 

> Goldsmith’s estimates, from the same source (p. 307) as that given in Table I. In this 
source, Goldsmith gives a wealth estimate for 1922 but not for 1923. To secure a figure for 
1923, I have added to the 1922 total (excluding nonfarm housing) an estimate of net capital for- 
mation exclusive of nonfarm residential construction for 1923. 

° Goldsmith’s estimates, ibid. The 1923 figure is estimated by adding an estimate of net 
capital formation in nonfarm housing in 1923 to his estimate of the nonfarm housing stock in 
1922 

4 Estimates by L. Grebler, D. M. Blank, and L. Winnick, in Capital Formation in Resi- 
dential Real Estate: Trends and Prospects (National Bureau of Economic Research, in press), 
Appendix D; referred to in the text as “‘Grebler’s estimates.” 

* Estimates of nonfarm population for 1912-1948 obtained by subtracting farm from total 
population as given in Statistical Abstract of the United States, 1953. The number of nonfarm 
households was obtained by dividing these population estimates by estimates of the average 
size of nonfarm households. The latter are given in Grebler ef al., op. cit., Ch. 5, for census 
years, and I have used linear interpolation to obtain the intercensal years needed. The 
estimate of nonfarm households in 1900 is taken directly from Grebler. To preserve com- 
parability, the estimates of nonfarm population include population in quasihouseholds. Cf. 
Grebler et al., op. cit., App. G. Recent revised estimates of the Bureau of the Census suggest 
that the number of nonfarm households (excluding quasihouseholds) on April 1, 1948, was 
about 33.7 million. This figure is obtained by taking the ratio of nonfarm to total households 
from a preliminary Census estimate and applying it to a later revised estimate of total house- 
holds in 1948. Cf. Curren: Population Reports, Ser. P-20, No. 21 (Dec. 19, 1948), and No. 55 
(Feb. 13, 1955). 


But the last two columns tell a different story about housing. 
Whether we use Grebler’s or Goldsmith’s estimates of the housing 
stock (the former are more recent and presumably more reliable), 
it is difficult to avoid two conclusions: (1) The housing stock in 1929 
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was excessive, given existing tastes, prices and incomes, and institu- 
tional arrangements. (2) Even if the housing stock in 1929 had not 
been too high, the relevant marginal coefficient (ratio of net increase 
in housing stock to increment of households) was far higher during 
1923-29 than could for long be maintained. Let us look at the basis 
for these two conclusions in a little more detail. 

By 1929, the nonfarm housing stock per household was as high as or 
higher than it had been since the turn of the century (col. 7 and 8), 
despite the fact that the average size of nonfarm households had been 
declining for decades and that, for this and other reasons, the average 
investment per dwelling unit (in real terms) had also been declining.” 
There is a large amount of other evidence available to support the 
conclusion that the stock of housing in 1929 was too high relative to 
the demand for housing—given then existing prices, incomes, and 
tastes, and also the methods of financing then available.* 

Our second conclusion about the housing stock is even more inter- 
esting. Let us define the marginal housing coefficient as the ratio of 
the net increase in the housing stock to the increment in nonfarm 
households. This coefficient was extraordinarily high between 1923 
and 1929. Using Grebler’s figures and dividing the increments derived 
from column 4 by those derived from column 5 of Table II, we can 
compute the following marginal housing coefficients (thousand dollars 
per additional household) : 


1900-12 3.2 
1912-23 2.2 
1923-29 5.5 
1929-39 —6.3 
1939-48 0.5 


The negative figure for 1929-39 and the very low figure for 1939-48 
offer valuable commentary on the residential building boom of recent 
years. Our interest here, however, is in the 1920’s. Clearly the figure 
for 1923-29 spelled prospective trouble. Even if the housing stock in 
1929 had not been excessive, the marginal housing coefficient obtain- 
ing during 1923-29 would have had to fall sharply; and, with the 
same rate of growth in nonfarm households as during the ’twenties, 
this would have meant a substantial decline in residential capital 
formation, even if the GNP had not declined for other reasons.*° 


* Cf. Grebler, Blank, and Winnick, op. cit., Ch. 7. See also the reference in footnote 25, 
below. 

*Cf. R. A. Gordon, “Cyclical Experience in the Interwar Period: The Investment Boom 
of the Twenties,” in Universities-National Bureau Committee, Conference on Business 
Cycles (New York, 1951), pp. 204-05. 

* To put this in a different way, the marginal coefficient needed during 1923-29 to build 
up the average coefficient to that which was reached in 1929 was much greater than that 


‘, 

| 

A 

| 
ag 

a 

J 


GORDON: THE CAPITAL COEFFICIENT 313 


This is an important conclusion regarding the forces supporting the 
rate of growth of the American economy in the 1920’s: a conclusion 
that is concealed from us until we separate out housing investment for 
separate study. Its quantitative importance is suggested by the fact 
that in constant prices, residential building was about a quarter of 
gross capital formation during 1923-29 and net residential capital 
formation was more than a third of total net investment during these 
years."* 


III. A Statistical Experiment 


I now propose to try a statistical experiment which incorporates 
population change into a growth model and which at the same time 
may throw some further light on the role of residential capital forma- 
tion in the boom of the twenties and depression of the ’thirties. This 
section is concerned with the following question: If there had been no 
great depression and if in the 1930’s output per capita had continued 
to grow at the same rate as during 1923-1929, how much net invest- 
ment would have been required to maintain the 1929 housing and 
nonhousing capital coefficients, assuming various rates of population 
growth?'* In putting this question we assume arbitrarily that the 1929 
housing and nonhousing average capital coefficients would have been 
maintained during the 1930’s. This implies a substantial drop from 
1923-1929 to 1929-1939 in the marginal capital coefficient for housing 
and a slight increase in the marginal nonhousing capital coefficient.** 

This is a “growth model” kind of question. It is phrased in a par- 
ticular way in order to bring out several points. Note that we assume 
an unchanged rate of growth in output per capita, so that the actual 
rate of growth in total output depends on the assumptions made re- 
garding population growth. Thus population growth will affect resi- 


required thereafter to keep the average coefficient at about the 1929 level. Actually, as we 
have seen, the 1929 average coefficient was probably too high, so that forces were at work 
to push the marginal coefficient down from its 1923-29 figure (5.5) to below the 1929 
average coefficient (about 3.5). 

“ Based on Grebler’s figures for net and gross capital formation in housing and Kuznets’ 
latest estimates for total gross and net capital formation. 

“ For brevity, the term “capital coefficient” is used to refer to the ratio of the value of 
the housing stock to the number of (nonfarm) households as well as to the ratio of capital 
to output in the usual sense. 

“ This does not mean that the capital stock in 1929 was necessarily adjusted in the most 
appropriate way to the existing levels of output and population. Nor does it follow that 
output expansion necessarily would have generated net investment in the proportions as- 
sumed. No ex ante significance should be attached to the capital coefficient in the calcu- 
lations summarized in Table III. In assuming given capital coefficients, we merely put 
this question: if technology and all the other relevant factors had been such that the 
1929 capital coefficients had been maintained for another decade of full employment 
growth, how much investment would have resulted ? 
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dential building through one relationship and nonhousing investment 
through another. This gives us an opportunity to assess roughly the 
effect of the rapid decline in the rate of population growth in the late 
‘twenties and ‘thirties. Further, we abstract from any depressing ef- 
fects of possible overcapacity in 1929. We assume that the 1929 
average capital coefficients were “just right.” Finally, we assume that 
technology, tastes, and the relevant price relationships called for main- 
taining in the 1930’s the average coefficients of 1929. This means that 
we are assuming for the 1930’s marginal coefficients equal to the 
average coefficients in 1929. If anything, this biases our results up- 
ward, since the trend in the average coefficients (both housing and 
nonhousing) seems to have been downward. 

Let us now proceed with our experiment. The question, to repeat, is: 
If, in the 1930’s, output per capita had continued to grow at the same 
rate as in 1923-29, how much net investment would have been required 
to maintain the 1929 housing and nonhousing capital coefficients? 

The answer to this question can be expressed algebraically as 
follows: 


(1) T30-39 = + 1'’s0-29 

(2) = — (1 + — 
Pr 

(3) = Nag — Noo) 


The first equation defines the total amount of net investment (/) 
for the years 1930-1939, inclusive, as the sum of nonhousing invest- 
ment (J’) and housing investment (/”). The nonhousing component is 
derived in equation (2) by taking an assumed rate of growth (g) in 


Y 
output per capita (p>) compounding this from 1929 to 1939, multi- 


plying by the assumed 1939 population (Ps») to arrive at an assumed 
level of GNP in 1939, subtracting the 1929 output (V2.0) to obtain the 
increase over the decade, and multiplying the increase in GNP from 
1929 to 1939 by the relevant nonhousing capital-output ratio (%). 
Equation (3) derives housing investment for the decade by multiply- 
ing the net increase in nonfarm households (Ns» — Nx») by the 
amount of housing stock per household in 1929 (4). Both the non- 
housing and housing capital coefficients (& and /) are the ratios for 
1929, the values for which are given in columns 6 and 8 of Table II. 
We assume that output per capita in the 1930’s continued to in- 
crease at the same annual rate as during 1923-1929 (about 2 per 
cent), which is somewhat higher than the rate for the previous half 
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century.”* Table III then shows the investment that would have been 
needed to maintain the 1929 housing and nonhousing coefficients on 
three different assumptions regarding population growth. In column 
1, the computations are made on the basis of the population growth 
that actually occurred during the 1930’s. Column 2 assumes that popu- 
lation grew from 1929 to 1939 at the same absolute rate per year as 
during 1925-1930. This roughly abstracts from the effect of the de- 
pression on population growth but allows for the effect of restricted 
immigration. Finally, the assumption is made in column 3 that from 
1929 on population expanded at the same high absolute rate per year 
as during 1920-1925. This largely abstracts from the effect of the dry- 
ing up of immigration.”® 

Let us consider column 2 of Table III. According to line 5, the 
decade of the 1930’s would have, on our assumptions, generated about 


“ The projection of GNP by extrapolating the growth in population and output per 
capita is, of course, very crude. It makes no allowance for changes in labor-force participa- 
tion or in the number of hours worked per year. Actually, rough allowance is made for the 
latter variable in the projection of output per capita at its past rate of increase, since 
hours worked per year had been declining steadily for decades, thus affecting the trend in 
output per capita. The problem of a possibly changing ratio of labor force to population 
is more difficult. It had been slowly increasing before 1930 (thus affecting output per 
capita), and the increase seems to have accelerated slightly in the ’thirties. Compare J. D. 
Durand, The Labor Force in the United States, 1890-1960 (New York, 1948), p. 18. 
This ratio would be affected by the relative importance of natural increase and immigra- 
tion in the rates of population increase assumed in Table III. The labor force in 1939 
would be determined by those born before 1929 plus the number of immigrants after 1929 
who were of working age in 1939. The larger the amount of natural increase assumed for 
the ’thirties, the smaller (other things being equal) would be the ratio of labor force to 
population in 1939. 

A given rate of increase in output per capita also implies some assumptions regarding 
the amount and kinds of investment which are taking place. Our assumption here is a 
simple though arbitrary one. Sufficient investment in the 1930’s to maintain the average 
capital coefficients of 1929 would have permitted output per capjta to continue to in- 
crease at the 1923-29 rate. 

“In columns 2 and 3, I have assumed that the ratio of nonfarm to total population 
continued to increase at the same rate as before and that the average nonfarm household 
continued to decline in size at the same rate as during the several preceding decades, See 
note d to Table III. 

It will be noted that columns 2 and 3 project into the 1930’s the absolute amounts of 
population growth during 1920-25 and 1925-30, not the percentage rates of growth during 
these years. This is done for two reasons in particular: (1) The percentage rate of popu- 
lation growth had been declining for decades (except for the upsurge after the first world 
war). (2) The bulge during 1920-25 and the drop in the absolute rate of growth during 
1925-30 were in part the result of changes in the flow of immigration, and it seemed 
more reasonable to reflect these changes by projecting absolute rather than relative rates 
of growth. It is also worth noting that the absolute amount of population increase during 
1920-30 was very close to that in 1900-10, but the percentage rate of growth was much 
lower. If we bad projected percentage rates of growth, the required amounts of investment 
in line 5 of Table III would have been about 95 billion in column 2 and about 111 billion 
in column 3. These moderately higher figures would not significantly alter the main con- 
clusions drawn later in this paper. 
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TABLE III.—ExperiMENTAL CALCULATIONS OF INVESTMENT NEEDED IN 1930-1939 To 
MAINTAIN 1929 CapiTaL COEFFICIENTS, ASSUMING CONTINUED GROWTH IN OUTPUT 
PER CAPITA AND DIFFERENT RATES OF POPULATION GROWTH* 

(All dollar estimates are in 1929 prices.) 


| @ (2) (3) 
= If There Had | If There Had 
With the Been the Same | Been the Same 
Population | \hsolute Rate | Absolute Rate 
Growth of Population | of Population 
Actually Growth as in | Growth as in 
Experienced | 4925-1930 | 1920-1925 
1. Assumed population in 1939 (millions) | 130.9 | 136.3 140.5 
2. Required nonhousing investment to 
maintain 1929 nonhousing capital co- | 
efficient (billion dollars)¢ 59.8 70.4 78.4 
3. Assumed number of nonfarm house- | 
holds in 1939 (millions)4 | 27.7 29.3 30.2 
4. Housing investment required to main- | 
tain 1929 housing stock per household | 
(billion dollars)* 16.1 21.6 24.8 
5. Total required investment, 1930-39 | 
(billion dollars) (line 2+line 4) 75.9 92.0 | 103.2 
6. Additional housing investment re- | 
quired to maintain 1923-1929 ratio of | 
housing investment to increase in non- | 
farm households (billion dollars)! | 9.4 12.7 14.6 


® The basic data for these calculations are taken chiefly from Tables I and II and the 
sources described in the footnotes to those tables. The steps in the calculations are explained 
in the following footnotes. 

> The assumed 1939 population in column 2 is obtained by adding to the 1929 population 
twice the absolute increase between 1925 and 1930; that in column 3 is obtained by adding 
to the 1929 population twice the increase between 1920 and 1925. 

¢ Computed by substituting the appropriate figures in equation (2) on p. 314. Briefly, the 
nonhousing capital coefficient for 1929 from Table IT (equal to 1.96) is multiplied by the cal- 
culated increase in GNP from 1929 to 1939. GNP in 1939 is computed by taking GNP per 
capita in 1929, compounding this for ten years at an annual rate of increase of 2 per cent, 
and multiplying by the assumed 1939 population. 

4 The number of nonfarm households in columns 2 and 3 is calculated in much the same 
way as in Table II: an estimated ratio of nonfarm to total population is multiplied by the 
assumed population, and this product is divided by an estimate of the average size of nonfarm 
households. Both the assumed nonfarm ratio and the assumed size of nonfarm households in 
1939 were derived by extrapolating the trends noted for earlier decades. The resulting es- 
timates for 1939 were 0.81 for the nonfarm ratio and 3.77 for the average size of nonfarm 
households. The purpose of these estimates is roughly to eliminate the effect of the great 
depression on the farm-to-city movement and on the size of households. The number of house- 
holds in column 1 is taken from Table IT. 

* Computed by multiplying the 1929 housing stock per nonfarm household (Grebler’s 
estimate, from column 8 of Table II) by the assumed increase in nonfarm households between 
1929 and 1939, The number of nonfarm households in 1929 is given in Table IT. 

! From 1923 to 1929, the ratio of the increase in the housing stock to the increase in non- 
farm households was 5.54 thousand. This marginal coefficient compares with an average co- 
efficient of 3.49 thousand in 1929. The difference between these coefficients multiplied by the 
assumed increase in households between 1929 and 1939 yields the figures in line 6, i.e., the 
additional housing investment that would have resulted, over and above that in line 4, if the 
larger coefficient had been used. 
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92 billion dollars in net investment, of which 70.4 billions would have 
been in nonhousing and 21.6 would have been in housing investment. 
This is an average net capital formation of 9.2 billions per year, com- 
pared to 9.5 billions in 1929 and an average of 9.2 billions for 1926- 
1929.*° In short, without an increase in the average capital coefficients 
in the housing and nonhousing sectors of the economy, the rates of 
growth in output per capita and in population prevailing in the late 
1920’s would not have been enough to bring about an upward trend 
in net capital formation in the ’thirties. What evidence we have sug- 
gests that the trend in both of these sector coefficients was actually 
downward. 

It should be added that the trend in the relevant net saving ratio 
seems also to have been downward. A determination of what amount 
of net saving would have been generated by the expansion in GNP 
assumed in Table III involves a host of arbitrary assumptions, but 
the following considerations are relevant. The ratio of gross saving 
(including depreciation) to GNP had averaged about 22 per cent dur- 
ing 1923-1929, and depreciation had averaged 12 per cent.’* On the 
basis of decade averages, the gross saving rate had been relatively 
constant, with perhaps some slight tendency toward a decline since 
the turn of the century. The ratio of depreciation to GNP had been 
rising for half a century and for the decade 1919-1928 stood at 11.2 
per cent compared to 9.8 per cent during 1904-1913.’* These consid- 
erations lead me to guess that, under the growth conditions assumed in 
Table III, the ratio of net saving to GNP in the 1930’s might have 
been in the neighborhood of 8.5 per cent. On this basis, the rate of 
growth assumed in Table III would have yielded about $100 billion 
of net saving, compared to calculated net investment of $92 billion. 
To put it another way, our computed net investment would have been 
only about 7.8 per cent of GNP instead of (according to our guess) 


* The figures for the 1920’s are Kuznets’ revised but unpublished estimates, which have 
since been further revised. These estimates check closely, for the 1920's, with the capital- 
stock estimates in Table II if Grebler’s figures for the housing stock are used instead of 
Goldsmith’s. Thus, according to Table II, the net increase in the capital stock from 1923 
to 1929 (col. 2 and 4) was $52.9 billions, while Kuznets’ estimates for net capital forma- 
tion for 1924-1929, inclusive, total $53.1 billions. (Table II omits the stock of monetary 
metals, which increased by $0.3 billion between 1922 and 1929.) I have therefore not 
shown in Table III alternative calculations for housing investment in the 1930’s based on 
the 1929 housing coefficient derived from Goldsmith’s estimate of the stock of nonfarm 
housing. Goldsmith’s estimate of the increase in the housing stock in the 1920’s is almost 
certainly too large and is not comparable with Kuznets’ estimates of net investment. 

** Based on Kuznets’ revised but unpublished annual estimates, which have since been 
further revised. 


* Cf. Kuznets’ estimates in Income and Wealth of the United States: Trends and Struc- 
ture, op. cit., p. 155. 
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the required 8.5 per cent and compared to a ratio of net investment 
to GNP of about 10 per cent during 1923-29.” 

Let us look for a moment at the last line in Table III. If we had 
assumed a marginal housing capital coefficient as high as that which 
prevailed during 1923-1929, which would have meant a further signif- 
icant rise during the 1930’s in the average housing stock per house- 
hold, net investment in the 1930’s would have been increased by 
another $12.7 billion, or by some 14 per cent. (The increase in hous- 
ing investment would ‘ave been nearly 60 per cent.) Net investment 
would then have been large enough to absorb the estimated full-em- 
ployment volume of saving. But, as we have seen, the housing stock 
per household was very probably already too high in 1929, and, even 
with our assumed increase in income per capita, it is not likely that the 
economy could have continued for much longer to maintain a marginal 
capital coefficient in housing as high as that which obtained during 
" the 1920’s. Thus, on the basis of our assumptions, even if population 
aan and output per capita had grown in the 1930’s as they did in the late 

; 1920’s, the assumed decline in the marginal housing capital coefficient 
would have brought about a significant decline in residential build- 
ing. On these assumptions, the marginal nonhousing capital coefficient 
would have needed to have been about 2.2, considerably higher than 
it had been in the 1920’s, or else the saving rate would have had to 
have declined more than has been assumed here. 

Let us look now at columns 1 and 3 in Table III. Clearly the rate 
of population growth makes a considerable difference, both for non- 
housing and housing investment. With the population growth actually 
experienced during the 1930’s but with output per capita rising 
steadily at the 1923-1929 rate, maintenance of the 1929 capital coeffi- 
cients would have required only about $76 billion of net investment 
(col. 1), compared to the $92 billion required by the rate of popu- 
lation growth achieved during the late 1920’s. About two-thirds of this 
difference is in nonhousing investment (1. 2 of Table III). If we use 
the higher rate of population growth obtaining during 1920-1925 (col. 
3), the net investment required during the 1930’s would have been 
about $11 billion, or about 12 per cent, more than that shown in 
column 2 (1925-1930 population increase) and some 36 per cent more 


** All this ignores the further problem that the assumed depreciation rate for the 1930's 
(taken to be higher than in the 1920’s) would have generated a further large volume of 
gross saving (much larger than the volume of net saving) that would have had to have 
been absorbed by replacement expenditures. 

These conjectures about possible (ex ante) rates of saving in the 1930’s hardly deserve 
to be called estimates although they may be excused in this sort of crude statistical experi- 
ment. The reader is invited to ignore the estimates of savings if he wishes. It still remains 
significant that, under the conditions assumed, net investment in the 1930’s would have 
been less than in 1929, despite a substantial rise in GNP. 
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than that shown in column 1 (the population increase actually occur- 
ring).”? This would have been enough to maintain the necessary level 
of aggregate demand, assuming net saving of about 8.5 per cent of 
GNP, if there had been enough additional gross investment to offset 
additional gross saving in the form of depreciation allowances. This 
suggests that the decline in the absolute rate of population increase in 
the latter half of the ’twenties probably did exert a significant defla- 
tionary force, and the further retardation in population growth which 


occurred in the 1930’s must have made this situation much worse. , 


In the sample calculations in column 2 of Table III, the assumed 
annual rate of growth in output per capita (2.0 per cent) and in 
population (1.13 per cent) results in a growth in total output of ap- 
proximately 3.2 per cent per year. However, the computed capital 
stock grows only at the rate of 2.95 per cent. This is because the num- 
ber of nonfarm households—and therefore the housing stock—rises 
only at the rate of 2.4 per cent per annum. Had we not assumed con- 
tinuation of the past rate of increase in migration from farm to city 
and a continued decline in the size of households—+.e., if the rate of 
household formation had been closer to the rate of population growth 
—the capital stock would have grown still more slowly, and invest- 
ment opportunities would have been smaller than shown in Table III. 

These results reinforce the conclusion, already drawn from Table 
II, that the prosperity of the ’twenties must have rested heavily on 
the boom in residential construction.” In round figures, the economy 
was able to expand at an annual rate of virtually 3.5 per cent per 
annum during 1923-1929, with a net saving rate of about 10 per cent 
of GNP, only by maintaining a marginal capital-output ratio in the 
neighborhood of 2.9.** This over-all ratio resulted from a marginal 
coefficient for the nonhousing capital stock of under 1.9, which was 
considerably less than the marginal ratio for the prewar years 1900- 
1912 (see Table II), and an investment in housing of about $5,500 


* The reader’s attention is again invited to the effect on monhousing investment of 
varying the assumptions about population growth. 

* This statement is not put forward as the explanation of the great depression. Obvi- 
ously other factors were also involved in an important way. But the building boom of 
the ’twenties deserves more weight in the total explanation than most observers have 
accorded it. Schumpeter, particularly, minimized the causal role of the forces making for 
a decline in residential building. Cf. his Business Cycles (New York, 1939), Vol. II, p. 
748. 


* This figure for the marginal capital-output ratio is based on Table II, from which 
the increment in the capital stock is derived by combining the change in the nonhousing 
capital stock with the increase in (Grebler’s estimates of) the housing stock. The higher 
ratio in Table I is due to the larger increase in Goldsmith’s estimates of the housing 
stock, and this would also raise the ratio of saving (i.e., net capital formation) to GNP 
during 1923-29, 


320 THE AMERICAN ECONOMIC REVIEW 


per additional nonfarm household, which, as we have seen, was ex- 
ceptionally high. Thus, while the total amount of capital formation 
during 1923-29 does not seem excessive in relation to the increase in 
output, when judged by the past behavior of the over-all marginal 
capital-output ratio, this volume of investment was possible only be- 
cause of a housing boom that could not continue, given the rate of 
household formation and given also existing incomes, prices, tastes, 
and available financing arrangements. 


IV. Conclusions 


However hazardous it may be to draw inferences from evidence no 
more substantial than the figures in Table III, this sort of analysis 
does raise a number of important points for those who deal with 
growth models. Clearly, it is necessary to go behind the total capital- 
output ratio to look at the significant sector coefficients, and of these 
one of the most important is the housing coefficient. Also, it seems 
reasonable to assume, as we have done, that residential construction 
is related much more closely to population growth, suitably adjusted 
for internal migration and change in size of family, than to incre- 
ments of output. As a result, at least two rates of growth—in output 
and in population—are relevant, not merely the rate of growth in 
output.” 

In this connection, we must take account of the fact that the rate 
of population growth may and does change. (In the United States and 
some other advanced countries, it had shown a secular decline for a 
number of decades before the second world war.)** This has a double 
significance for growth models. Unless there are offsetting changes in 
the rate of increase in output per capita, changes in rate of population 
growth affect the rate of growth of total output and (with a constant 
capital coefficient) the volume of nonhousing investment. Secondly, 
unless the effect of any retardation in the growth of population is off- 
set by internal migration or decline in the size of households, the stock 
of housing will grow at a declining rate.” 


*For a brief discussion of some of the interrelations of growth in population and in 
output, so far as they affect the demand for capital, see C. L. Barber, “Population Growth 
and the Demand for Capital,” Am. Econ. Rev., Mar. 1953, XLIII, 133-39. See also D. 
Hamberg, Economic Growth and Instability (New York, 1956), pp. 96, 134 ff. This 
volume presents a useful summary and critical review of the present state of growth 
theory. 

*TIt is probably too early to judge whether the recent population upsurge represents 
an enduring reversal of this trend. 

> An offsetting tendency is possible through the effect of a rise in income per capita in 
increasing the size of the housing coefficient. This offsetting tendency did not seem to 
operate before the second world war. As noted previously, the trend in real investment per 
dwelling unit was downward. Cf. L. Winnick, “Housing: Has There been a Downward 
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The discussion in these pages has also touched on a number of other 
problems significant for growth studies: the upward trend in the 
ratio of depreciation to national product and the possibility of dis- 
crepancies between depreciation and replacement; the possibility of 
long-run as well as short-run changes in the rate of net and gross sav- 
ing; and the variability of the marginal capital coefficient, both over- 
all and for particular sectors of the economy. 

To all of this may be added what seem to be two important em- 
pirical findings. Apart from any excess capacity that may have been 
built up in the 1920’s in either housing or other sectors of the economy, 
the marginal housing coefficient that was achieved in the ’twenties was 
much higher than was sustainable in the long run. This almost cer- 
tainly was an important factor in reducing the stock of investment 
opportunities at the end of the 1920’s. And, secondly, it seems as if 
the sharp retardation in the rate of population growth after the early 
‘twenties may have played a significant role in eventually depressing 
nonhousing as well as housing investment. 

These findings seem to me to be important, but they need to be 
interpreted with caution. Two warnings in particular, in addition to 
the usual caveat regarding weaknesses in the data, are in order. First, 
the analysis in this paper has ignored the possibility of mutual and 
offsetting adjustments among the parameters of the growth model that 
has been used.” It is possible, for example, that changes in the rate of 
population growth may induce offsetting changes in the rate of growth 
per capita, in the housing and nonhousing capital coefficients, or in the 
saving ratio. Or, even if these parameters are independent, they might 
have been changing during the interwar period in ways that I have 
failed to recognize. Our experimental calculations for the 1930’s are 
based on some arbitrary assumptions about the appropriate values of 
these parameters—assumptions, however, which seem to be reasonable 
in the light of what we know about the relevant underlying trends. 

The second warning concerns the specific empirical findings. As 
already noted, this paper does not attempt to offer an explanation of 
the great depression, and other and possibly more important forces 
than those here examined were also at work to bring on the severe 
decline in output and investment that came after 1929. There is further 
need for caution in appraising the significance of these findings for the 
thesis that the American economy was suffering from “secular stagna- 
tion” in the nineteen-thirties. Some of the material in this paper lends 


Shift in Consumers’ Preferences,” Quart. Jour. Econ., Feb, 1955, LXIX, 85-98; also Grebler 
et al., op. cit. 
* See the reference to Fellner in footnote 1. 
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support to that position. But our findings are not inconsistent with 
the argument that, while the great depression was unusually severe 
for a number of reasons, the American economy by the 1940’s would 
have again been able to support a full employment level of output 
without the stimulus of military expenditures. So far as both their 
secular and cyclical implications are concerned, our empirical findings 
are no more than a fragment of a complex picture that is still far from 
complete. 
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COMPLEMENTARITY AND THE LOWERING OF TARIFFS 
By F. V. MEYER* 


“Encourage trade between complementary economies” say some 
economists, “encourage trade between competitive economies” is the 
advice of others. Students and the public are left somewhat bewildered 
by this apparent conflict between the experts. The issue came to the 
fore again in the revival of the customs union controversy after the 
war.’ It goes deep and affects some fundamental tenets of tariff theory 
and the theory of value itself. The purpose of the present paper is to 
attempt a reconciliation between those who advocate a lowering of 
tariff barriers between complementary economies and those who want 
to facilitate trade between competitive economies. 

Since the issue is whether a removal of trade barriers is more bene- 
ficial if the freed trade is complementary or competitive, it is neces- 
sary to start with a definition of what is meant by complementary and 
competitive goods. In this paper Abba Lerner’s definition of comple- 
mentarity will be accepted: “Complementarities can be positive .. . 
where the possession or consumption of one good enhances the satis- 
faction yielded by another, or negative, where the possession or con- 
sumption of one good is a substitute for another good and diminishes 
the additional satisfaction it can provide.” 

In this sense all goods are complementary to one another, but their 
complementarity can be either positive or negative. Where their com- 
plementarity is negative, the goods are substitutes or rival or competi- 
tive goods. Below, complementarity will mean positive complemen- 
tarity, unless specially stated. Goods of negative complementarity will 
be called competitive goods. 

Applied to trade, this definition means that trade will increase satis- 
faction if it is an exchange of goods whereby each party to the trans- 
action acquires a more complementary assortment of goods in place 
of a more competitive assortment of goods. An example would be cars 
and petrol in place of green cars and blue cars. 

Where more than two goods are involved—as is generally the case 

* The author is lecturer in economics at the University of Exeter. The present paper 
is part of a Council of Europe Research Fellowship study. 

* See infra, Section ITT. 

* The Economics of Control (New York, 1946), p. 33. 
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in trade between nations—the sum total of complementarities after 
trade will have to yield a higher positive total than before if trade is to 
be beneficial. Such trade will be called complementary trade. 


I. The Benefits of Trade 


The benefit of trade derives from the complementary nature of the 
goods acquired in exchange to the goods retained by each party to the 
transaction. This benefit consists of two distinct increments of utility. 
The primary one, for each party to the transaction, is the excess of 
the utility of the goods received over that of the goods given. If a 
country produces cars and no petrol, the utility of the cars is negli- 
gible or nil until some cars have been exchanged for petrol. This is 
what is usually meant by the gains from trade. The example already 
indicates the secondary increment of utility: the utility of the goods 
retained rises as a result of the transaction. Cars without petrol have 
little or no utility; while a smaller number of cars, with petrol now 
available, have each and in total acquired a higher utility. Imagine 
that Britain now reimposed petrol rationing in order to save dollar 
imports. The utility—and therefore the price, in so far as determined 
by demand—of cars in Britain would fall, as it did in 1939. The re- 
sumption of commercial petrol imports after a period of rationing 
then raises the utility of each car in the country, with the possible 
exception of those owned by the minority that enjoyed priority alloca- 
tions of petrol during the rationing period. 

Where the goods exchanged are competitive, there is no such cer- 
tainty of gain from trade. Suppose we export green cars and import 
blue cars. If some people did not want to be different and desire blue 
cars instead of the common green ones, there would be no such trade. 
Such trade is possible only because there is the primary increment of 
utility gained from this trade: for whatever reason, blue cars have 
greater utility than green cars. It does not necessarily follow that there 
is net gain from this trade. The secondary increment of utility may 
now be negative. The retained green cars may yield less utility each, 
simply because blue cars are available. There is net gain from such 
trade only if the primary increment of utility, due to the acquisition of 
blue for green cars, is not offset by the decrement of utility of the 
retained green cars. There can be either a net increment or a loss of 
utility as a result of such trade, according to whether the primary in- 
crement of utility does, or does not, outweigh the secondary loss of 
utility. 

In most cases the acquisition of a new good both raises and lowers 
the utility to me oi the goods I had before. One or the other element 
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will predominate so that on the whole it is possible to say whether the 
marginal good is complementary to or competitive with the goods I 
already had. 

Unless a new good’s marginal utility is positive a rational man will 
not acquire it. Even if universal rationality could be assumed, this 
relates only to one good in relation to “money” at one point of time. 
Once more than two goods (or one good and money) are considered, 
further considerations apply. For, by the time I have acquired the 
new good, I may realize that the utility of the goods I already had has 
been affected. The gross marginal utility of the new good remains 
positive: but from this has to be deducted the loss of utility of the 
goods owned before; and to this has to be added the increment of 
utility of the goods owned before. When the net result, the me¢ mar- 
ginal utility, is positive then the new good has turned out to be truly 
complementary to what I already had. If the net marginal utility is 
negative then the new good competes with what I already had. 

The opening, or intensification, of trade does not merely affect the 
assortment of goods available. Just as important, if not more impor- 
tant, is the effect on the production structures of the trading countries. 
The import of goods that are complementary to domestic goods raises 
the marginal efficiency of domestic capital, and the import of goods 
that are competitive with domestic goods lowers the marginal effi- 
ciency of domestic capital. For instance, the marginal efficiency of 
Britain’s domestic capital employed in manufacturing is raised by the 
importation of food and lowered by the importation of rival manu- 
factures. 

The export of goods that are complementary to retained domestic 
goods lowers the marginal efficiency of domestic capital employed in 
the production of those goods. For instance, the export of coal lowers 
the marginal efficiency of manufacturing capital in the country. The 
export of goods that are competitive with retained domestic goods 
raises the marginal efficiency of domestic capital employed in the pro- 
duction of those goods. So the export of coal raises the marginal effi- 
ciency of domestic mining capital, the export of manufactures that of 
domestic manufacturing capital. 

Thus, trade with complementary economies appears to be more 
beneficial than trade with competitive economies, since trade with 
complementary economies leads to the import of goods that are com- 
plementary to domestic goods and to the export of goods that are 
competitive with retained domestic goods. The gain from such com- 
plementary trade raises the marginal efficiency of domestic capital, 
because after trade goods are available that are valued more highly 
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than the goods given in exchange, while the retained domestic goods 
also have higher utility. Trade in rival goods may lead to a correspond- 
ing twofold loss. 


II. Effects of Tariff Changes 


The truth of the assertions in Section I depends on the validity of 
two basic assumptions. One is that the present distribution of eco- 
nomic activity is given and unalterable. The other is that there is 
equality of bargaining power, or at any rate that existing bargaining 
powers are permanent. These are theorems of static economics, where 
the fundamental conditions are given and known. They are not ines- 
capable conclusions in dynamic economics, where the fundamentals 
themselves are changing.* The fundamentals may be subject to change 
by any measure that autonomously alters utilities and marginal effi- 
ciencies of capital. One of these fundamentals is tariff policy, where a 
change is liable to affect consumption and production. 

A tariff is a tax on location. Let it be assumed that the tariff under 
consideration is an old tariff: it has been in existence so long that the 
economies affected by it are adjusted to it. If such a tariff consists of 
import duties on commodities that are competitive with domestic 
goods, it protects the existing distribution of economic activity. It 
does so by discouraging the expansion of outside industry at the ex- 
pense of its rival domestic industry. Import duties on manufactures 
in a manufacturing country are an example. The existing location of 
industry is protected also by export duties on goods that are comple- 
mentary to all, or the bulk of, retained domestic goods. In this category 
are export duties on raw materials in a manufacturing country, or any 
other device by which the foreign consumer is charged more than the 
domestic consumer—as, for instance, price discrimination between 
British and foreign consumers of British coal. A tariff protecting the 
present location of industry artificially raises the marginal efficiency 
of the existing domestic capital, and so puts a premium on the status 
quo. Let it be called a tariff, or tax, on foreign location. 

It is different if the tariff consists of import duties on goods that 
are complementary to all, or the bulk of, domestic goods, and export 
duties on commodities that compete with retained domestic goods. 
This would be the case if a manufacturing country taxed the imports 
of raw materials and the exports of manufactures. In this case the 
tariff lowers the marginal efficiency of domestic capital. It is a tax on 
domestic location. 

Now consider the removal of a tariff that is a tax on foreign loca- 
tion. Suppose, that, before the abolition of the tax, domestic and 


*R. F. Harrod, Towards a Dynamic Economics (London, 1948), p. 4. 
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foreign production were completely rival or of infinitely negative com- 
plementarity. Now some foreign goods can be sold in the domestic 
market, because the disappearance of the tariff has altered the price 
ratios between the various domestic and foreign goods. Hence the 
complementarity of foreign to domestic production has become less 
negative. There will be more specialization and more goods will be 
available. 

Where the complementarity of foreign to domestic production was 
not infinitely negative before the removal of the tax, the result is not 
so certain. The former cost relationships may be restored, if the re- 
moval of the tax leads to expansion in foreign industry and this causes 
increasing costs of production per unit in foreign industry, and if it 
leads to contraction in domestic industry and this causes decreasing 
costs of production per unit in domestic industry. It is even possible 
that the complementarity between the two economies will become even 
more negative, but this is likely to be an exceptional case. Such excep- 
tional conditions apart, freeing of trade will make the economies’ com- 
plementarity less negative, or more positive. 

If complementarities become more positive as a result of the freeing 
of trade, the removal of the tariff is trade-creative. The trade-creative 
effect of such a reduction in taxation is likely to be the greater, the 
more negative the economies’ complementarity before the tariff change. 
The removal of a tariff is more likely to create more positive comple- 
mentarities if the tariff separates rival economies than if it separates 
economies that are anyhow of positive complementarity to one another. 

Next consider a tariff on complementary goods, which is a tax on 
domestic location. Most revenue duties fall into this category. An 
example is the United Kingdom’s import duties on tobacco and colo- 
nial produce. In this case home-produced goods and imports ‘are of 
positive complementarity, tax or no tax. If the positive complemen- 
tarity is infinite, the abolition of the tax makes no difference to the 
quantity of imported goods sold. If there is infinite positive comple- 
mentarity to start with, no further gains are possible. There can be 
gain from the lowering of trade barriers only if it enables an advan- 
tageous substitution of imported for domestic goods in each country, 
thus altering the economic structures of the trading countries from 
what they would be in a state of absolute or relative self-sufficiency. 


III. Effects of a Customs Union 


The above applies to the abolition or reduction of tariffs on a com- 
modity basis, as is the normal practice in trade agreements. In this 
case all countries’ trade is affected, in so far as the most-favoured- 
nation clause operates. Where tariffs are lowered or removed on a re- 
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gional basis, as is the case if a customs union is created, the outside 
world may lose or gain. 

The effect of a customs union on outside countries varies with the 
initial and potential degree of complementarity between union mem- 
bers and other countries. The net gain to the world depends on whether 
the benefit of more positive complementarity between union countries 
is not offset by less positive (or more negative) complementarity be- 
tween union members and outsiders that may result from the union. 
Hence the benefit to the world as a whole will be the greater, the more 
negative were the complementarities of member economies with non- 
members before the union. 

The more positive was the complementarity of outsiders’ economies 
to individual union members’ economies before the union, the greater 
is their loss, if the union disturbs this state of affairs. The outsiders’ 
only prospect of compensation is through the secondary effects of the 
increased wealth of union members. For the wealth of union members 
to increase, the union must be trade-creative. It can be trade-creative 
only if the removed tariff was a tax on foreign location. If the tax was 
a tax on domestic location, the only possible effect of union is to divert 
trade from outsiders to union members. In such case there is no pros- 
pect of compensation to outsiders through secondary income effects. 

Hence outsiders, as well as union members, stand the more chance 
of gain, the more rival the individual member countries were before 
union. Outsiders will lose without compensation if the union is between 
economies initially of positive complementarity. 

So far it has been assumed that bargaining powers do not differ, or 
do not differ substantially, between countries. Where there are differ- 
ences in bargaining power it is possible to shift the incidence of the 
tariff to foreigners. 

There are differences in bargaining power because complementarity 
is not necessarily a mutually identical relationship. Suppose the X 
Islanders produce only sugar and sell their whole output to industrial 
England. From the X Islanders’ point of view their economy and the 
English economy are absolutely complementary—that is the comple- 
mentarity is positive and approaches infinity. Suppose further that 
England imports sugar from a variety of sources and also produces 
some at home. Since for England there are substitutes for X Island 
sugar, from the English point of view the X Island economy is not 
infinitely complementary to the English economy. As long as England 
buys X Island sugar for commercial reasons, the complementarity of 
the X Island economy to her own economy is still positive, but to a 
considerably lesser degree than from the X Islanders’ point of view. 
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From the English point of view the complementarity is positive, but 
approaches zero. 

The range of bargaining power is then between c+ 7m (¢ + 
stands for positive complementarity) and c + — 0. The country from 
whose point of view the position is c + — 0 has almost complete com- 
mercial power over the country from whose point of view the position 
isc + 

Where such conditions prevail, England (in the present example the 
c + —0 country) can, if she so wishes, exploit the X Islanders (the 
c + — ~ country) by a tax that appears to be a tax on domestic loca- 
tion. True, England lowers the marginal efficiency of her capital by 
taxing X Island sugar (complementarity still positive). Yet, owing to 
her greater bargaining power, England can shift the incidence of the 
tax to the X Islanders, so that the X Islanders have to pay the English 
tax. To that extent the English economy is subsidized by the X Island 
economy and the marginal efficiency of English capital is raised. 
Where this subsidy effect of the tariff outweighs its character as a tax 
on domestic location, the tax is exploitative. Its removal, because for 
instance of a customs union between England and X Island, would 
benefit the X Islanders. As long as the stronger country cannot replace 
the tariff by excise duties or other means, there seems to be a case 
where the small country would benefit from customs union with a 
complementary large country. However, even in this case the customs 
union is not primarily trade-creative, but merely redistributes the 
benefits of trade in favor of the small country. The same effect could 
be achieved by other means (for instance unilateral tariff reductions, 
preferences, and subsidies ). 

If England can do entirely without X Island sugar ienntaionine 
tarity nil or negative from England’s point of view) because other and 
cheaper sources of supply are available, but England wishes to help 
the X Island sugar producers, she can help by granting tariff prefer- 
ences. If sugar from other sources of supply is taxed more highly than 
X Island sugar, the X Islanders receive a higher price than other sup- 
pliers. This subsidizes the X Islanders at the expense of other sup- 
pliers. If England and X Island choose a customs union instead, the 
benefit of the absence of taxation of union sugar is shared between 
England and X Island. The X Islanders benefit only if their share of 
the union customs revenue is no less than their former customs re- 
ceipts. In other words, there is nothing a customs union can do in 
this case that a preferential tariff could not do equally well and without 
complications as to distribution of customs revenue. Preferential ar- 
rangements between dissimilar economies can be just as trade-divert- 
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ing as a customs union could be, and they may redistribute incomes 
in the way intended without the administrative complications formal 
union would entail. Neither a customs union nor a preference can be 
trade-creative where member countries’ economies are of infinitely 
postive complementarity before the union. 

Today most tar!f duties are taxes on foreign location. Where taxes 
on domestic location exist, they are either atavisms, or deliberate 
attempts to shift some of the burden of taxation to other countries. 
They are seldom mentioned in discussions of the customs union issue. 
Everything a customs union can do in their case can be done more 
easily by preferential arrangements. There has been serious discussion, 
however, about a customs union that would remove taxes on foreign 
location, where it is a case of rival economies. Those who consider the 
present volume and distribution of economic activity as given or pref- 
erable to an alternative situation will oppose such customs union 
schemes. Such schemes will be supported only by those who consider 
it desirable and possible that there should be a redistribution of eco- 
nomic activity towards more efficient locations, be it in Western 
Europe or in the West Indies or elsewhere. Such redistribution of eco- 
nomic activity is possible only where the more efficient can expand at 
the expense of the less efficient rivals. The most efficient single member 
economy would, on balance, be the chief beneficiary. New trade could 
be created thanks to the savings effected by getting rid of uneconomic 
locations, and because of the enhanced profits earned by the most 
efficient suppliers. The benefit will be the greater, the larger the num- 
ber of initially rival economies that participate. Any rival that stays 
outside may find its position worsened through the enhanced strength 
of its now unified competitors. 

That helps to explain why customs union is sometimes regarded as 
a step towards free trade, and sometimes as a step towards greater 
protection.‘ 

The world is the nearer to free trade, the greater the number of 
rival economies that are included in a customs union. This is so, be- 
cause the more tariffs are removed that have made the economies 
artificially similar, the greater is the chance of increasing the sum 
of positive complementarities by the removal of trade barriers. Sup- 
pose the world could be divided into two customs unions: one em- 
bracing all industrial areas, the other embracing all primary producing 
areas. All tariffs would then be taxes on domestic location and their 
removal would only be a question of time—unless even then one side 
could exploit the other. 

If a customs union does not embrace all rivals, it is a movement 


* J. Viner, The Customs Union Issue (London ed., 1950), pp. 41 and 49. 
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towards greater protection. If rival Alpha is excluded, the union may 
gain strength at the expense of Alpha. It will become more efficient 
internally because the economic structures of the member economies 
will become of greater positive complementarity. This makes the union 
a stronger competitor of Alpha. The union’s strength is further en- 
hanced, since it will now have greater negotiating power in parleys 
about trade agreements, simply because the union is a more important 
supplier and a more important market for Alpha and other outsiders 
than its individual members were before. If Alpha remains outside 
the union of her rivals, Alpha is likely to find her international com- 
mercial position weakened. Since Alpha is weakened, the world as a 
whole may lose as a result of the union: the greater positive com- 
plementarity created within the union, and possibly of the union 
towards third countries, may be offset by the union’s more negative 
complementarity to Alpha. The world gains only if the sum of com- 
plementarities after union is greater than before union. 

The argument on these lines makes it clear that the disagreement 
between economists on how best to lower tariffs is more apparent than 
real. Section I supports the view that complementary trade is more 
valuable than competitive trade. Such a common-sense conclusion 
can hardly be controverted. It is relevant to considerations of indirect 
taxation in general. Tariffs are indirect taxes and include revenue 
duties. The abolition of revenue duties might have no direct effect on 
increasing trade, but may well increase the marginal efficiency of 
domestic capital. These revenue duties are not as innocuous as is 
sometimes supposed. The “complementary school’” has rightly drawn 
attention to their true nature and has given a proper warning that 
they should be handled with care. 

If such complementary trade can only be had through customs 
union, then there is a strong argument for customs union between 
complementary economies. Assuming that the status quo of the dis- 
tribution of economic activity is unalterable, that countries are unable 
to make further universal tariff reductions, and preferential arrange- 
ments are ruled out for whatever reason, the conclusion is that “coun- 
tries with widely different production advantages stand to gain most 

*The term “complementary school” is an expository label applied to those who argue 
that the benefit of customs union is the greater the more its potential members differ. 
Recent expositors of this view include A. Smithies, “European Unification and the Dollar 
Problem,” Quart. Jour. Econ., May 1950, LXIV, 169-70, and H. Makower and G. Morton, 
“A Contribution Towards a Theory of Customs Union,” Econ. Jour., Mar. 1953, LXIII, 
33-49. These and other writers of the complementary school follow in footsteps of the 
advocates of a balanced economy, who consider that welfare would be maximized if each 
country had a balanced ratio of industry to agriculture (or whatever division between 
activities seems appropriate) either within its frontiers or by union with complementary 
economies. 
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through union.”* Where these assumptions are not applicable, the 
word “trade” will have to replace the word “union” in the quotation. 

Had the customs union debate done no more than to clarify this 
point on the lines of the “complementary school,” it would have served 
a useful purpose in making much clear in the theory of tariffs that was 
somewhat obscure before. Such elucidation of tariff theory is of wider 
applicability and therefore more important than just as a contribution 
to the customs union issue. 

The “competitive school’’ takes a different starting point. It as- 
sumes that the distribution of the world’s economic activity can be 
altered. The argument in Section II and earlier in the present section 
follows this line of approach. Although it is perfectly compatible with 
the argument in Section I, it leads to different conclusions. This school 
argues that many economies have been made artificially similar 
through protection. Late nineteenth-century Europe artificially created 
economies to resemble the English, and at the present day many coun- 
tries use protection in an endeavour to become more independent of 
the dollar area—which in practice means an attempt to create lots of 
little Americas. Such protection makes the sum of world comple- 
mentarities more negative, and as such is trade-destructive. Hence 
the argument for the abolition of such trade barriers, in order to 
reverse this tendency, so that the sum of world complementarities 
should become more positive. Some believe that a removal of trade 
barriers between competitive economies is likely to come about fastest 
if customs unions are formed, or that customs union is at present the 
only method by which this can be done. Hence the argument that the 
benefit of customs union will be the greater “the greater the degree of 
rivalry of member countries with respect to protected industries, prior 
to customs union.’” 

A caveat is necessary. The argument assumes that economies have 
been distorted by old tariffs. Much of the similarity of the various 
countries’ economies is believed to be due to protection rather than to 
natural economic forces. Thus, “a customs union is likely to lead to a 


* Makower and Morton, ibid., p. 41. 

*The term “competitive school” is the expository label applied to those who argue that 
the benefit of customs union is the greater the greater the similarity of member economies 
before union. Recent expositors of this view include J. Viner, of. cit., Ch. 4, J. E. Meade, 
“The Removal of Trade Barriers: The Regional versus the Universal Approach,” Eco- 
nomica, May 1951, XVII, n-s., 186-93, and Jean van der Mensbrugghe, Les Unions Economi- 
ques (Brussels, 1950), esp. p. 222. The competitive school takes the view that a union must 
have a community of interests to start with. This is the application to the theory of 
international trade of principles on which trade unions and trade associations have acted 
for a long time. Rivals unite, so as to be stronger in their dealings with third parties and 
in order to minimize the effects of rivalry amongst themselves. 


* Viner, op. cit., p. 51. 
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more economic use of resources if it is between economies which are 
potentially very complementary .. . but are actually very similar.” 

In short, the “complementary school” argues in terms of what is. 
Its conclusions are inescapable if the argument is in terms of static 
economics. The “competitive school” argues in terms of what could 
be. Its conclusions are equally inescapable once the argument is put in 
terms of dynamic economics. 


IV. Application to Present-Day World 


Where it is a question of creating new tariffs, the “complementary 
school” will provide most of the answers. Protection that destroys 
existing complementarities will be the most harmful. Unless these 
complementarities are the product of an uneven distribution of politi- 
cal and economic power, past or present, the advice of the “com- 
plementary school” can be followed with little or no modification. 

It is different where the issue is as to the lowering of tariffs and 
other trade barriers. Here the problem is not how to protect the status 
quo but how to disturb it. The question is how best to let potential 
complementarities come into play in the place of existing rivalries. 
This can be accomplished by universal tariff reductions, and some suc- 
cess in this direction has been achieved by the General Agreement on 
Tariffs and Trade. The possibilities of GATT are somewhat limited, 
however. Countries will not abandon all their bargaining power in 
any one trade agreement or series of trade agreements lest this leave 
them without bargaining counters in future negotiations. At present, 
most countries are particularly conscious of the need to have some 
bargaining counters in parleys with the United States. Were it not for 
the marked economic superiority of the United States, the question of 
special regional arrangements would not now be the subject of serious 
debate. The question arises because outside the dollar area it is 
widely felt that some special form of protection is needed, because 
GATT does not go far enough towards free trade. This apparent 
paradox must now be dealt with. In doing so some weighty policy 
issues are raised. It must be realized, however, that these issues are 
affected by considerations other than those analyzed in this paper. 

The United States is in a special position. She has the largest single 
export surplus in the world, which implies an overspill of the United 
States economy into the rest of the world. United States savings exceed 
United States domestic investment, but there is an outlet for the 
surplus savings in the rest of the world. Where this is so, as in the 
United States, imports do not compete with aggregate domestic em- 
ployment. True, the abolition of all United States protection would 


* J. E. Meade, op. cit., p. 191. 
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lead to some shift in employment and there would be some transitional 
problems. But, in present circumstances, alternative (and probably 
more productive) jobs would soon be found by those affected. In 
consequence, all imports are complementary to United States domestic 
production. To return to the example of Section I, even the import of 
blue cars is complementary to her production of green cars. 

If it is felt that this stretches a point of definition too far, call the 
imports of blue cars into the United States an import of supplementary 
goods. These supplementary goods are conditionally complementary. 
The condition is the United States export surplus. Were it not for the 
overspill of the United States economy into the rest of the world, the 
import of blue cars into the United States would be an import of 
competitive goods. As it is, United States incomes are sufficiently 
great that the import of blue cars does not lower the utility of the 
home-produced green cars. Hence all United States imports are either 
supplementary or complementary; or if supplementary goods are de- 
fined as conditionally complementary, all United States imports are 
complementary to United States domestic production. 

Once all imports, whatever their nature, are complementary there is 
no economic ground for protection. If the United States pursued an 
economic policy entirely motivated by economic argument, the United 
States should now go free trade. 

If the United States went free trade now, GATT would do. The rest 
of the world might not be able to go free trade as well, but might be 
able to pursue a universal low-tariff policy—just as British free trade 
led to a general lowering of tariffs in the mid-nineteenth century. As 
long as the United States feels unable to adopt a free-trade policy, a 
regional approach to the question of trade barriers will continue to have 
its attractions in the Commonwealth, in Europe, and elsewhere. 
Where the goods are complementary (in the ordinary sense of the 
term, not in the special “American” sense of the term), the regional 
approach can take the form of tariff preferences. Given that the status 
quo of the international location of industry is desired or considered 
unalterable, competitive goods will remain taxed. This is roughly the 
basis of the British tariff structure. It was evolved in the nineteen 
thirties, when the purpose was to increase protection in order to pre- 
serve the status quo, rather than to reduce protection in order to 
create trade. In the circumstances of the time it was the right policy. 
British economic primacy had passed, so that imports into the United 
Kingdom were no longer complementary by definition. Import policy 
had to be adjusted to the new circumstances, and it is not likely to 
depart from all the criteria laid down in the nineteen thirties, unless 
and until the United States goes free trade. 
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There have, hoyever, been modifications. The United Kingdom gives 
tariff preferences only to the Commonwealth, but gives quota prefer- 
ences to Organization for European Economic Cooperation countries. 
This is a major step the United Kingdom has taken towards a special 
regional trading relationship with competitive economies. Such meas- 
ures lead to new complementarities and new trade within the prefer- 
ential area. British trade with the OEEC aera has expanded in con- 
sequence, and has done so beyond the level of the nineteen thirties. 

The OEEC regional liberalization program and the activities of the 
European Coal and Steel Community (especially now that the United 
Kingdom is associated with it) create greater efficiency in Europe, in 
so far as they enable a more complementary structure of the member 
economies to come about. 

The enhanced positive complementarity of the European economies 
benefits Europe, as is intended. It may, however, make Europe more 
competitive with the United States. Thus, Europe’s gain will be a 
gain to the world only as long as Europe’s gain does not outweigh any 
United States loss. Whether the United States wants to risk this loss 
depends entirely on her own decision. It is the price she may be willing 
to pay for not regarding all imports as complementary, that is for not 
being a free-trade country. 


UNION, NONUNION WAGE DIFFERENTIALS 
By Joun E. MAHER* 


The study presented in the following pages is an attempt to improve 
the state of knowledge with respect to the existence and signifi- 
cance of the wage advantage attributed by many economists to union 
workers over their unorganized counterparts. For although it is 
obvious that unions are frequently negotiating wage increases for 
their constituents, it is by no means apparent that these wage gains 
are (1) greater than these constituents would have received had the 
establishments in which they are employed never been organized nor 
(2) greater than nonunion workers are receiving without benefit of 
union representation.’ It is to an assessment of the second and simpler 
of these two possibilities that the attention of the present research is 
directed. That is, we seek to discover from carefully selected data 
whether or not workers in unionized plants possess a significant wage 
advantage over workers in similar but nonunionized plants.’ 

Many attacks upon this problem of measuring union, nonunion 
wage differentials have been made since Paul H. Douglas’ classic 
study, Real Wages in the United States 1890-1926. The methodology 
employed has consisted of dividing workers whose wages were to be 
analyzed into two groups, those employed in industries substantially 
organized by unions and those in industries not so organized. Average 
hourly earnings series were selected to represent the wage movements 
for each group and comparisons were made between the changes in 
earnings among industries over time. Some of the investigators have 
concluded that the influence of unions has resulted in greater wage 


* The author is instructor in economics at DePauw University, Greencastle, Indiana. 

*It is true, of course, that nonunion workers may derive the same benefits as union 
workers because of the pervasive influence of unionism upon the economy as a whole. 
For a forceful presentation of this view see S. H. Slichter, “Do the Wage-Fixing Arrange- 
ments in the American Labor Market Have an Inflationary Bias?,’ Am. Econ. Rev., 
Proceedings, May 1954, XLIV, 322-46. 

? For a more detailed treatment, reference is made to the author's doctoral dissertation, 
“Union, Nonunion Wage Rate Differentials,” (Harvard University, 1954). J. T. Dunlop 
provided the initial stimulus and continued encouragement for this investigation. Although 
the wage data for the empirical part of this research were obtained while the author 
was employed by the Bureau of Labor Statistics, the Bureau cannot be associated with 
the validity of the findings. 

* Boston and New York, 1930. 
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rises in organized than in unorganized industries;* another, that the 
opposite result has occurred, namely, that nonunion workers have se- 
cured greater wage gains;*® while others believe that unionism has 
exerted either no significant influence® or an ambiguous influence upon 
wage movements.’ Some of the apparent contradictions in these find- 
ings may be due to the fact that these studies differ in the time periods 
considered, the industries represented, and so on. It is more pertinent, 
however, that the investigations employed a highly unreliable measure 
of wages and, furthermore, that even had measurement been precise, 
the problem of the explanation of interindustry wage movements is too 
fraught with complexities for fruitful results to be obtained from so 
cursory a treatment. 

It is the price of labor per unit of time that must be measured in 
ascertaining the influence of unionism on wages; but changes in aver- 
age hourly earnings are usually poor measures of changes in the price 
of labor because of discrepancies in variations between the two.* In- 
deed, Reynolds has questioned whether average hourly earnings 
“' . . really measures anything which is statistically precise or theo- 
retically interesting.”* However, even if these aggregative approaches 
had been precise in measurement, it is doubtful if the differential 
movements in earnings revealed by them could be attributed to union- 
ism because of the intrusion of so many uncontrolled variables, such 
as interindustry changes in quantities and efficiencies of productive 
factors and in the structures of markets. Thus the comparison of 
changes in earnings is too imprecise and fails to isolate the crucial 
variable, unionism.”° 


*A. M. Ross and W. Goldner, “Forces Affecting the Interindustry Wage Structure,” 
Quart. Jour. Econ., May 1950, LXIV, 254-81; S. H. Slichter, “Wage Policies Since World 
War II,” Com. and Fin. Chronicle, Dec. 4, 1952. 

* Douglas, op. cit., pp. 102-03. 

* J. W. Garbarino, “A Theory of Interindustry Wage Structure Variation,” Quart. Jour. 
Econ., May 1950, LXIV, 282-305. 

7H. M. Levinson, Unionism, Wage Trends and Income Distribution, 1914-1947 (Ann 
Arbor, 1951), pp. 77-79. 

* My doctoral dissertation, previously cited, develops empirical verification for this con- 
clusion: op. cit., pp. 33-39. Changes in the following factors will, ceteris paribus, cause 
changes in earnings while basic wage rates remain unchanged: overtime and other premium 
rates, shift differentials, and proportions of workers employed at higher and lower rates. 
Similar effects flow from changes in the proportions of large and small plants in the 
sample, shifts in the geographical distribution of plants and changes in the skill, age and 
sex composition of the work forces. Cf. J. T. Dunlop, Wage Determination under Trade 
Unions (New York, 1950), pp. 19-27. 

*L. G. Reynolds, “Economics of Labor,’ A Survey of Contemporary Economics, Vol. 
I, ed. H. S. Ellis (Philadelphia, 1948), p. 262. 

“Even if studies of this kind had been able to demonstrate statistically significant 
interindustry wage differentials attributable to unionism, it would not necessarily follow 
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The following discussion of a different approach to the problem is 
divided into four sections. Section I presents the new approach; Sec- 
tion II is devoted to an appraisal of the statistical significance of the 
wage rate differentials that have been discovered. An explanation of 
these differentials is offered in Section III, and general conclusions 
are presented in Section IV. 


I. A Microeconomic Approach to the Problem 


The method of the present study has been to compare average wage 
rates of union and nonunion workers in the same industry, occupation, 
geographic area and employed in plants of the same size. Since rates, 
not earnings, were to be compared, incentive workers were excluded 
from consideration: their average hourly earnings are the only avail- 
able measures of their rates and these measures are considered un- 
reliable. Data for an investigation of 7 industries were secured from 
the 1950 industry-locality studies of the Bureau of Labor Statistics. 
These industries are paints and varnishes, furniture (wooden, other 
than upholstered), footwear (men’s Goodyear welt and women’s 
cement process), cotton textiles, hosiery (full-fashioned, men’s seam- 
less and children’s seamless), automotive parts (engine and chassis) 
and women’s dresses.*’ A preliminary task was the definition and 
selection of comparable union and nonunion plants within each of the 
industries. A union plant is defined by the Bureau as one in which at 
least 50 per cent of the workers are covered by the terms of collective 
bargaining agreements. The criteria for comparability of plants were 
proximity and size as measured by number of employees. To insure 
geographical proximity, plants were held comparable only if located 
in the same metropolitan area. Plants were considered comparable in 


that economically significant differentials had been discovered—that is, differentials which 
indicate “distortions” of the wage structure. For this to hold, it must be true that a more 
nearly optimal allocation of labor would prevail in the absence of unions and that there 
were no hindrances to the movement of labor (other than unions) in the form of costs 
of movement or inadequacy of knowledge of alternative employments. Cf. A. C. Pigou, 
The Economics of Welfare, 2nd ed. (London, 1924), pp. 470-76. 

" Classifications are those of the standard industrial classification system. The specifi- 
cations in parentheses indicate the extent to which product distinctions were possible. 
Details on the method of collecting wage rate data together with descriptions of concepts 
used are found in Wages Studies Manual of Procedure, BLS, Washington, Nov. 1951. 
The data on which the present study is based have not been published. However, they are 
included in the Bureau’s published summaries on forms OWR-23 by industry, city and 
occupation. Simultaneous breakdowns by industry, city, size of plant, unionization of 
plant, method of wage payment and occupation do not appear. 

Typical of the reasons for excluding several industries from analysis are: the absence 
of nonunion plants, inexact specification of location, extreme product differentiation within 
industries and noncomparability of plant sizes. 
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size if they fell within the same class interval in a frequency distribu- 
tion of plants by number of workers employed. 

Table I presents the coverage of the data used in the present study 
in relation to the universes from which they were drawn. From uni- 
verses of more than 200,000 workers, wage rates for over 11,000 have 
been selected; the sample size thus exceeds 5 per cent. 


TABLE I.—COVERAGE OF WAGE Data FoR 7 INDUSTRIES BY NUMBER OF PLANTS AND 
NUMBER OF EMPLOYEES 1N THE UNIVERSE AND IN THE PRESENT STUDY 


| Universe Prese nt t Study® 


Employees 


Industry No. of 
N f : 

Plants? Em- Non- Tabu- 

ployees of | Union| No. of | 


I. Paints and varnishes 19,993 
II. Furniture 30,859 
Il. Footwear 25,709 
IV. Cotton textiles 99 091 
V. Hosiery 
VI. Automotive parts 
VIL. Dresses 


Totals¢ a 203, 960 | 232 16 38, 11,100 | 


® The lower limits to plant size as measured by number of employees are as follows: industries IT dnd V. 
inclusive, 21; init to plant VII, 8; industry VI, 50. 

Only p jlants defined as comparable were studied. The differences between the employment in the plants studied 
and the number of workers whose rates were tabulated arise from the exclusion of incentive workers and from the 
fact that the rates of workers only in selected key occupations were tabulated by BLS. 

© The percentage figures shown in the row of totals are calculated from the data in that row, not from the figures 
in the percentage columns. All percentage figures have been rounded to the nearest whole per cent. 

Source: Industry-Locality Studies, Bureau of Labor Statistics, Washington, D.C., 1950. Data in the form here 
analyzed have not been published. See note 11 


The exclusion of workers paid an incentive rate raises two ques- 
tions. First, how important numerically are incentive workers in the 
total employment in the plants studied? Second, how significant is the 
variation in the proportions of incentive workers as between union and 
nonunion plants? Since it is known that incentive workers generally 
have higher earnings than time workers, the requirements of internal 
rate structure alignment within plants might result in plants with a 
preponderance of these more highly paid workers paying higher rates 
to hourly workers. Consequently, for a comparison of wage rates in 
union and nonunion plants it is desirable that the proportions of in- 
centive workers should not vary too widely. 

For all 7 industries incentive workers constitute from 46.3 per cent 
of total employment in union plants to 51.7 per cent in nonunion 
plants, a difference of only 5.4 per cent. In paints and varnishes, how- 
ever, less than 1 per cent of the work force is paid on an incentive 
basis while for footwear and dresses the figure is as high as 80 per 
cent. In only 6 instances do variations between proportions in union 
and nonunion plants differ by more than 10 per cent. The time workers 


Plants 

| Per 
| Cent 
of 7 
Uni 
| verse | | verse | | verse 
| 84 18 38 46 6,699 33 2,810} 14 

23 29 28 | 10.062 | 32 5,570 | 18 
|; 40 39 19 21 10,854 42 330 1 : 

12 §3 6 6 10,117 10 | 1,460 1 

|} 21 25 10 11 5,040 | 35 600 4 

| 8 31 4 4 1,904} 19 270 3 

10 9 5 5 264 7 60 2 
| 
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studied thus comprise the majority of all workers and variations be- 
tween union and nonunion plants are not large enough to affect the 
results of the study. 

The analysis of the data was undertaken in the following manner: 
the plant was the unit of comparison. Within each industry and 
locality, union and nonunion plants of comparable size were selected. 
For each plant, the wage rate paid to time workers in each of several 
occupations was determined by striking a simple arithmetic average 
of the rates paid to all the time workers in the occupation. The occupa- 
tional rate for union plants of given size is, again, a simple mean of 
the average paid in each plant. This mean is compared with the mean 
of rates paid for the same occupation in nonunion plants of this size. 

In making wage-rate comparisons it was found possible to eliminate 
the effect of any sex differential that might exist. The fact is that, for 
the industries studied, given occupations are filled by either men or 
women but usually not by both. Most commonly, office employees are 
women, production workers are men. In textiles and dresses many 
production workers are women but the occupations they fill are gen- 
erally not filled by men. In the few instances where both sexes were 
employed in an occupation, the occupation was divided into two 
groups, each containing one sex. Similarly, learners and apprentices 
were placed in a separate category and their rates in union plants were 
compared only with the rates of their counterparts in nonunion plants. 

This method of measuring and comparing union and nonunion wage 
rates has eliminated the effect upon wage differentials of premium 
payments, geographic influences, variations in plant size and quality 
of work forces together with all dynamic elements. Since a fairly pre- 
cise comparison of wage rates of comparable workers has been 
attained and since these workers are in sufficiently close proximity to 
allow for interplant mobility, it is proper to treat the differentials 
obtained as measures of the influence of unions upon wage rates.” 


Il. The Significance of the Wage Differentials 


Before presenting the results of the statistical analysis, an example 
may be given of the kind of wage comparisons that have been made. 
In Cleveland, Ohio, in April 1950 the following average wage rates 
were paid to maintenance men in the paints and varnishes industry: 
union plants, $1.470; nonunion plants, $1.500 (size of plants: less 
than 31 workers). Subtracting the nonunion rate from the union yields 

“There are, of course, limitations to this mode of inquiry arising from the definition 
of the problem and from the nature of the statistical materials employed. Coverage of 
the data is relatively narrow for four industries: 600 workers in hosiery (21 plants in § 


cities), 270 workers in automotive parts (8 plants in 1 city), 60 workers in dresses (10 
plants in 2 cities), and 330 in footwear (40 plants in 5 cities). 
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CHartT 1, DISTRIBUTIONS OF UNION, NONUNION WAGE RATE 
DIFFERENTIALS BY INDUSTRY 


(in cents) 


FREQUENCY FREQUENCY 


Paints and 
Varnishes 


Hosiery 


+ 


Furniture 


Automotive Parts 


° 


Footwear 
Dresses 


3 20 10 @ 10 20 ® 40 5D 


Cotton Textiles 


32 21 10 2% 40 
- 


a differential of —$.030. A plus sign for the differential would thus 
have meant that, on the average, the union rate was higher. These 
differentials are the basic measures of the effects of unionism on wage 
rates. The problem of the present section is to assess the statistical 
significance of these differentials. 

Chart 1 gives a graphic representation of the distributions of differ- 
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entials by industry. Measuring the central tendency of each distribu- 
tion by the mode shows that in five instances the typical differential 
lies in the class interval 0 to +5 cents, suggesting a small positive 
advantage to union workers. In cotton textiles, however, the mode 
lies in the interval 0 to —5 cents. Footwear, the only distribution not 
unimodal, is characterized by a central mode in this same negative 
interval. 

A test of the significance of the number of differentials favoring 


TABLE II.—ReEsutts OF SIGNIFICANCE TESTS OF THE NUMBER OF DIFFERENTIALS FAVORING 
UNION WORKERS, BY INDUSTRY 


Number of Differentials | 
Industry Probability 
Total Positive | 
I. Paints and varnishes 172 | 89 .7032 
II. Furniture 126 87.5 | 00006" 
III. Footwear 39 12.5 | .0246 
IV. Cotton textiles 24 13.5 .5405 
V. Hosiery 20 13 .2636 
VI. Automotive parts | 23 | 15.5 0953 
VII. Dresses 6 | 5 2187 
All Industries | 410 | 236 | 0026 


* For probabilities of this small order, see H. Cramer, Mathematical Methods of Statistics 
(Princeton, 1946), p. 557. 


union (or nonunion) workers may be developed on the assumption 
that if the universe from which the differentials were drawn had con- 
tained equal numbers of positive and negative differentials and if our 
method of collecting data had been random, a sample would have been 
expected to yield, on the average, as many positive as negative differ- 
entials. It follows that the probability of getting various numbers of 
positive differentials is derived from the normal curve. 

We may now ask, how significantly does the number of positive 
differentials obtained for all 7 industries taken together differ from the 
number to be expected from the hypothetical universe? For the 7 
industries as a whole there are 410 rate comparisons, 233 of them 
positive. The probability of obtaining at least this number of positive 
differentials is .0026 or less than 3 chances in 1000. (Six instances of 
zero differentials have been equally divided between positive and 
negative.) This result is not consistent with the hypothesis that the 
universe contains as many positive as negative differentials. It appears 
that union rates are higher than nonunion rates in a significant num- 
ber of instances. 

For each of the 7 industries we may again ask how significant is 
the number of positive differentials. Table II presents the data and 
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probability for each industry. If a level of significance of 1 per cent 
is adopted, there is one industry in which the number of positive 
differentials is significant, namely, furniture. The probability here is 
00006. In footwear the probability is .0246, close to the significant 
level. From these results it may be tentatively concluded that in 
only 2 of the 7 industries is there a wage advantage. In furniture the 
advantage lies with workers in union plants; in footwear, a less clearly 
defined advantage lies with workers in nonunion plants. 

Another summary measure, shown in Table III, is the mean differ- 
ential for each industry together with the probability of obtaining such 
a value by random sampling from a universe in which the true mean 
is zero. At a 1 per cent level of significance, only for workers in the 
furniture industry are the results of these tests inconsistent with the 
hypothesis that the true mean is zero. In this industry the mean differ- 
ential, +7.57 cents, is suggestive of union wage rates that are sig- 
nificantly higher than nonunion rates. 

In only 3 of the 14 tests performed have the results shown differ- 
entials significant in number or magnitude. The hypothesis thus ap- 
pears warranted that in most of the industries the observed wage 
differences may be normally distributed about a mean of zero and that 
departures from this distribution are attributable to errors in sampling. 


Industry* Mean in Cents | Probability t | Bae ac 

I. Paints and varnishes — .67 . 7086 | 

II. Furniture .00006 
III. Footwear —3.72 .4459 

IV. Cotton textiles 1.83 2616 | 

V. Hosiery 4.90 | 1.207 2.093 
VI. Automotive parts 4.35 1.236 2.074 
VII. Dresses 9.80 2.279 2.571 


* For industries V, VI and VII, the ¢ test of significance has been used to compensate for 
the bias of small samples. 


Unfortunately data are adequate for a test of this hypothesis only in 
the paints and varnishes industry. Here the value of X’ is 30.32 while 
the values associated with 1 and 2 per cent levels of significance are 
30.58 and 28.26, respectively. The normal curve is then a fair depic- 
tion of the actual distribution for this industry.” 


* Additional, but not independent, evidence in support of the contention that the sample 
distribution approaches closely the normal curve is found in the values of B; (measuring 
skewness) and §; (measuring kurtosis). For the normal curve these values are 0 and 3, 
respectively; in the present case the values are —.292 and 3.167 with associated proba- 
bilities of .109 and .645. 
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Although the efficacy of unionism in causing rate differentials has 
been opened to serious doubt, it might be thought that in certain cir- 
cumstances unionism might be more effective than in others. Thus, 
perhaps unions may be more effective in more highly paid occupations 
where there is greater specialization and greater inelasticity of demand 
for labor services. If this were so, a positive correlation would be ex- 
pected between the average level of rates and the size of differential 
in various occupations."* Table IV shows the correlation between rate 


TABLE IV.—CorRRELATION OF THE LEVEL OF AVERAGE RATES AND THE SIZE 
OF DIFFERENTIAL IN OCCUPATIONS, BY INDUSTRY 


Significant Value of R 


Correlation 
Industry Convel 
Coefixcient, R At SPerCent | At 1 Per Cent 

I. Paints and varnishes 124 .632 

II. Furniture 147 553 
IV. Cotton textiles — .389 — .632 | 

V. Hosiery 015 
VI. Automotive parts — .685 — .641 


* Industries III and VII, Footwear and Dresses, are omitted because the number of paired 
variables, 2 in the former and 4 in the latter, is so small. 


levels and differentials by industry. Except in automotive parts, there 
is no apparent relationship between the size of differential and the 
level of the average rate; coefficients range from —.389 in textiles to 
+.147 in furniture. At a 5 per cent level, these values do not differ 
significantly from zero. 

A second relationship that might show the influence of unionism is 
that between the size of differential and the degree of unionization in 
the city area. As unionization progresses towards the inclusion of more 
plants, there is less competition from nonunion plants in both product 
and factor markets. This decrease in competition might permit unions 
to drive a more advantageous bargain with managements in the 
organized plants. To test this hypothesis, average differentials were 
computed for each city area within industries. These differentials were 
correlated with the percentages of unionized plants in these areas. Table 
V presents the results for the 3 industries for which sufficient data 
were available and for all industries taken together. As compared with 
the results from random sampling in a universe with zero correlation, 
none of the coefficients is significant at a level of 5 per cent: increased 
unionization of plants does not appear associated with increased wage 
differentials. 


* The possibility of a negative correlation must also be considered: unions may exert 
themselves chiefly in behalf of the less highly paid majority of members. 


A 
| 
— 
als 
= 
5 
ARETE 
| 


MAHER: UNION, NONUNION WAGE DIFFERENTIALS 345 


A final hypothesis is that the size of differential is related to the 
size of plant. It is known that in many industries, occupational wage 
levels vary positively with plant size.’* A permissive factor that may 
in part explain this variation is economies of scale: larger plants may 
be able to carry further the specialization of some factors of produc- 
tion and to take advantage of other large, indivisible factors. It may 
be argued that large and small nonunion firms will pay the same com- 
petitive wage rate to the same kind of labor, while union firms may be 
compelled to pay higher rates in larger establishments. Thus the union- 
nonunion wage differential would be larger in larger plants. To test 
this hypothesis, average differentials have been computed for each 
size-of-plant category throughout the several city areas. These values 
have been correlated with the average plant size. For two industries, 


TABLE V.—CORRELATION OF SIZE OF DIFFERENTIAL AND DEGREE OF UNIONIZATION 
mn City AREAS, BY INDUSTRY 


Correlation Coefficient, 
Industry R 


R at 5 Per Cent 


I. Paints and varnishes 
II. Furniture | .339 


| 

— .065 | — .602 
| 


.707 
IIT. Footwear .657 811 
All industries .180 .339 


* Cotton textiles (IV), Hosiery (V), Automotive parts (VI), and Dresses (VII), are omitted 
since data are available for only 3 cities in the first industry, 2 in the second and but 1 in the 
last 2. However, the coefficient for all industries includes these 4 industries. 


cotton textiles and automotive parts, variance analysis has been used 
because of the small number of plant sizes in the few cities repre- 
sented by the data. Table VI shows the correlation coefficients and the 
results of variance analysis. Neither of the values of z and only one 
of the 4 correlation coefficients is significant at a level of 5 per cent. 
In footwear only, the coefficient .676 is significant between levels of 
1 and 2 per cent. The evidence does not support the hypothesis that 
unionism is able to secure relatively higher rates for members in larger 
plants. 

In 5 industries—paints and varnishes, cotton textiles, hosiery, auto- 
motive parts and dresses—there was found to be no significance to 
the number or average magnitude of union-nonunion wage-rate differ- 
entials. Nor could variation of the size of these differentials be ex- 

* Verification of this observation is found in most of the Wage Structure Bulletins of 
BLS. For an authoritative discussion, see H. M. Douty, “Union, Nonunion Wages” in 


W. S. Woytinsky and Associates, Employment and Wages in the United States (New 
York, 1953), pp. 493-501. 
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TABLE VI.—RELATIONSHIP BETWEEN THE SIZE OF DIFFERENTIAL AND THE SIZE OF 


PLANT 1N City AREAS, BY INDUSTRY 


Correlation 
Industry* Correlation Rat5 Rat2 Rati 
Coefficient, R Per Cent Per Cent Per Cent 
I. Paints and varnishes .055 .381 — — 
II. Furniture — .158 — .423 
Ill. Footwear .676 .658 .708 
V. Hosiery — .029 — .666 _ —_— 
Variance Analysis 
at | Vac sat 
ize 0 n ariance 2 Per Cont 
IV. Cotton textiles Under 500 102.76 .0574 .5843 
500-1500 94 .82 
Under 200 
VI. Automotive parts 200-300 456.36" .3706 -6254 
300-400 315 .03¢ 


® Dresses (VII) are excluded because there are only two size-of-plant groups, one containing 
2 differentials, the other, 4. 

> Variation within size classes. 

* Variation among size classes. 


plained with reference to wage structure (except, perhaps, in auto- 
motive parts), degree of unionization or size of plant. In these in- 
dustries differentials are probably caused by a multitude of random 
forces; variation in observed magnitudes arises in this way and from 
errors in measurement. Unionism appears to be unimportant as a 
causal factor. 

In footwear, nonunion workers appear to work at higher rates than 
union workers, judging by the number of differentials found to favor 
the former. The average magnitude of differential, however, while 
favoring nonunion workers, is not significant. Size of differential is 
not associated with the degree of unionization nor with the level of 
wage rates in occupations; size of plant may offer some explanation of 
the variation. Considering both the number and average magnitude of 
rate differentials, only in the furniture industry are workers in union 
plants employed at significantly higher rates than their nonunion 
counterparts. Other variables treated do not corroborate the evidence 
of the influence of unionism in this industry. 


III. The Timing of Wage Changes and the Creation of Differentials 


How can the dissimilar findings of significant wage differentials for 
the footwear and furniture industries be explained? Furthermore, 
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how can these results be reconciled with those obtained in 5 other 
industries wherein no appreciable wage advantage either way is 
apparent? 

A useful hypothesis for explaining these divergent results is that 
typically there are no significant differences in the wage rates of 
workers in union and nonunion plants. By typically is meant, during 
periods of wage stability throughout industry as a whole. This hy- 
pothesis, of course, rests largely upon the postulates of competitive 
equilibrium price theory. During periods of disequilibrium, of rapid 
wage change, however, union-nonunion rate differentials are likely to 
develop: there will often be leads and lags between wage movements 
in union and nonunion establishments. Hence, if a wage survey of 
some industry is conducted during a stable period, no significant differ- 
entials will be discovered, for it will require but a relatively short period 
of time, at most a few months, for wage rates of one group to catch 
up with those of the other. If the survey is conducted at a time of 
rapid change, differentials favoring either union or nonunion workers 
will appear. 

It cannot be stated categorically whether rates of union workers 
will lead or lag the rates of nonunion workers. More frequently it is 
to be expected that nonunion firms will await the outcome of formal, 
widely publicized collective negotiations before instituting wage 
changes. However, anticipatory action cannot be precluded. 

If an industry is highly organized, both nationally and on the par- 
ticular local, city level for which wage data have been collected, it 
is likely that the minority of nonunion firms will feel constrained to 
conform to the wage patterns established through collective bargain- 
ing. Whether or not any patterns are in fact discernible will depend 
upon the scope of such bargaining. Where a few large companies and 
the unions with whom they deal negotiate master agreements cover- 
ing most of the workers in the industry, nonunion firms will be under 
great pressure promptly to meet negotiated wage changes. But even if 
the industry is not highly organized nationally, this result will obtain 
when, on the particular local level, collective negotiations embrace a 
substantial portion of the industry. The existence of association-wide 
bargaining will enhance the forces acting upon the nonunion firm to 
adhere to negotiated wage changes. 

Another factor that affects the creation of differentials is the relative 
inflexibility of contractually determined wage rates. If an inflationary 
situation develops during the life of a negotiated agreement that pro- 
vides for no wage reopening, rates of unionized employees may remain 
unaltered. By contrast, the nonunion firm may quickly respond to 
such inflationary forces by raising wages. Needless to say, the 
attitude and strength respectively of labor and management must be 
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considered along with the fact that the contractual rates usually hold 
for a stated time period."* 

In order to bring the preceding discussion to bear on the explana- 
tion of wage developments in our 7 industries, we shall divide them 
into two groups: those for which wage data were collected in the rela- 
tively stable months of 1950, before the impact of Korean hostilities, 
and those surveyed therafter. Chart 2 shows the behavior of average 
hourly earnings, excluding overtime, for all manufacturing and for 
each of the 7 industries during 1950.7 From January to August, 
earnings in all manufacturing rose only 1.8 cents an hour or about a 
quarter of a cent per month; from August to December, however, the 
rise was 7.1 cents or over 1.7 cents per month. It will be seen that for 
the economy as a whole, the first seven or eight months of 1950 con- 
stitute a period of relative wage stability while the later months are 
characterized by rapid rises. Three of the five industries in which no 
significant differentials were found were surveyed in April, during the 
relatively stable period. 

An examination of the individual earnings series for cotton textiles, 
paints and varnishes and automotive parts confirms this impression 
of wage stability; none of the series shows an earnings change of as 
much as 3 cents an hour during the first 6 months of 1950.** Wage 
surveys in these industries show no significant wage differentials be- 
cause of the absence of general wage movements that are prerequisites 
to the creation of such differentials. In the automotive industry, the 
dominance of a few large firms and of a single union provides addi- 
tional reason for expecting pressures on nonunion firms that would 
cause them to meet promptly any negotiated wage changes. 

While the dress industry was surveyed in August, the terminal 
month of the period of general stability, earnings here exhibit less than 
3 cents change until and including the survey month. On a seasonally 
adjusted basis, earnings appear even more stable.’* Again, confirma- 

* Since contractually determined wage rates are generally held to be most inflexible in 
a downward direction, it is to be expected that wage differentials will develop more 
rapidly during periods of business recession. Cf. Douty, op. cit., p. 499 and Slichter, op. 


cit., p. 333. The present analysis, however, is concerned with disparate wage movements 
in 1950, a year of wage stability in its first half and of rising wages thereafter. 

The use of average hourly earnings series on a monthly basis with overtime eliminated 
to determine the stability of wage rates or the timing of their change is not to be con- 
fused with their use as a measure of the magnitude of wage-rate changes. 

* Detailed confirmation of wage stability is found in Current Wage Developments, Jan.- 
Aug. 1950, BLS, Nos. 25-32. See also the following BLS wage chronologies: Chrysler 
Corp., 1948, No. 5; P. Arnow and J. W. Bloch, General Motors Corp., 1951, No. 9; A. A. 
Belman, Ford Motor Co., 1951, No. 14; and Dan River Mills, Inc., 1943-1951 (un- 
published). 

Seasonal adjustment is important in this industry which employs a large proportion 
of more highly-paid incentive workers. See W. S. Woytinsky, Seasonal Variations in Em- 
ployment in the United States, Com. on Soc. Security, Soc. Sci. Research Council (Wash- 
ington, 1939). 
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CHart 2. Averace Hourty EARNINGS, OVERTIME ELIMINATED, FOR ALL MANUFACTURING 
AND FOR SEVEN INDUSTRIES IN 1950, By MoNTH 


All 
Manufacturing 
$1380 Cotton 
Textiles 
1140 Paints and 
Varnishes 
Automotive 
91.441 — Parts 
t 
1.657 Dresses 
$ 
1.384 


Footwear 


$1.075 


Furniture 
+ 
1.059 


A Month in which wage survey was conducted in the industry 
Source: Handbook of Labor Statistics, BLS, 1951, Table C-1. For the method of elimi- 
nating overtime see “Elimination of Overtime Payments from Gross Hourly Earnings,” 
Mo. Lab. Rev., Nov. 1942, LV, 1053. 


tion of wage stability is found in Current Wage Developments, previ- 
ously cited: during June, July and August, wage increases were re- 
ported for only 2,250 workers while in December the number had 
risen to 91,600. Here, too, the conclusion may be drawn that an 
absence of union-nonunion wage differentials was to have been ex- 
pected in view of the prevailing wage stability. The dominance of 
union organization reinforces this conclusion.” 

* The industry is between 80 and 100 per cent organized as measured by the proportion 


of workers covered by the terms of collective bargaining agreements. See Extent of Col- 
lective Bargaining and Union Recognition, Bull. No. 909, BLS, 1947. 
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The hosiery industry, surveyed in October, displays a depression 
in its earnings series that may, in part, be attributable to seasonal 
variations in output and employment. Of more importance, however, 
are piece-rate revisions downward in April and upward in September, 
restoring rates to their earlier levels. Rates of time workers were not 
affected by either change. Not until January 1951 did a general rise in 
rates occur.”* 

The furniture industry, which was found to have significant differ- 
entials favoring union workers was surveyed in October in the midst 
of a steady rise in earnings: from August to December, average 
hourly earnings rose 5.5 cents, an average monthly rise of slightly less 
than 1.5 cents. Yet reported wage increases for union workers are 
primarily confined to the months preceding October. Of some 60,000 
union workers receiving wage increases, over 50,000 received them 
prior to the survey month. Thus, while data are unavailable to show 
that rates of union workers led those of nonunion, the inference may 
be suggested. The lack of a high degree of union organization supports 
this inference.” 

The footwear industry was surveyed in September, in the middle 
of a continuous rise in earnings which began in July and terminated 
in November and wage data show a significant number of differentials 
favoring nonunion workers. The reason for the better showing of 
nonunion workers is found in the fact that wage increases for union 
workers were largely confined to the month of October after the wage 
survey had been conducted. 

The material considered so far has been broad in nature, not 
directly applicable to the selected group of workers to which our rate 
data in the present study pertain. In order to get a clearer picture of 
wage developments, a more detailed study of the footwear industry 
was made.** 

The timing of changes in wage rates of unionized workers in the 
footwear industry in late 1950 is presented in Table VII. With minor 
exceptions, there appears to be considerable similarity in these wage 


*In addition to Current Wage Developments, see Full Fashioned Hosiery, Wage 
Chronology No. 8, Suppl. 1, BLS, 1951. 

* Information secured from labor and management sources in two of the cities repre- 
sented in the present study agrees with these contentions. However, detailed data are 
scanty because of the multitude of very small firms and the absence of centralized col- 
lective negotiations. 

* This discussion of the footwear industry is largely confined to those cities in New 
England for which data have been collected. In addition to trade publications the author 
consulted several authorities in the industry: G. P. Shultz, of Massachusetts Institute of 
Technology; J. Davis, of the New England Shoe and Leather Association; J. Mara, presi- 
dent of The International Boot and Shoe Workers Union (AFL); and J. F. Jankowski, 
president of the Brotherhood of Shoe and Allied Craftsmen (Ind.). 
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movements, which is to be expected in view of the association-wide 
bargaining that characterizes the industry on the local, city level in 
most of New England. What might be called a pattern of increases is 
displayed, consisting of a 9 to 10 cent or 8 to 10 per cent rise in rates. 
Further, all of the increases in wages (excepting the restoration of an 
earlier wage cut in Auburn and Lewiston, Maine) came after the 
month of September when the Bureau of Labor Statistics conducted 
its survey of wage rates in footwear. 


TaBLeE VII.—NEGOTIATED WAGE INCREASES IN THE FOOTWEAR INDUSTRY IN SELECTED 
New EnGianp City Areas, 1950 anp January 1951 


Date of | = No. of Workers Hourly 

Increase | City Area Affected Increase 
Sept. 20, 1950 | Auburn and Lewiston, Me. 1,800 7.5% 
Oct. 8 | Worcester, Mass. 350 $.09> 
Oct. 10 | Brockton, Mass. 6,000 10% 
Oct. 16 | Worcester, Mass. 800 $.10 
Nov. 15 | Boston, Mass. 300 8% 
Dec. 15 | Auburn and Lewiston, Me. 3,000 8% 
Jan. 2, 1951 | Haverhill, Boston, Worcester, Mass. 15,000 $.10 


* Restoration of a wage cut effected on Jan. 23, 1950. 
> Piece-rate workers received an increase of $.07. 
Source: Current Wage Developments, No. 33-37, BLS, Washington, Sept. 1950—Jan. 1951. 


While negotiated rates were raised after September 1950, many 
nonunion firms granted wage increases much earlier although little or 
no publicity attended this action. In the Brockton area, where about 
3,000 workers are employed in nonunion firms, wage increases of 6 
cents an hour became effective during late July and early August. At 
this time negotiations were still in progress in the organized section of 
the industry. Other nonunion firms took similar initiative. 

The 6-cent increase given by nonunion firms anticipated the outcome 
of collective bargaining negotiations that were going on in New Eng- 
land and in other areas of the country and thus constituted part of a 
pattern of wage change. This pattern culminated explicitly October 2 
in the wage settlement between the International Shoe Company, the 
largest firm in the industry, and two unions, the United Shoe Workers 
of America (CIO) and the Boot and Shoe Workers Union (AFL). 
The contract applied to the wages and employment conditions of some 
32,000 workers, although few of them were employed in the cities 
studied here. On the contrary, as negotiations were concluded in these 
cities during the last three months of 1950, a different pattern de- 
veloped consisting of approximately either an 8 to 10 per cent or a 9 


™C. W. Reed, International Shoe Company, Wage Chronology No. 25, BLS, 1951. 
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to 10 cent increase in rates. The wage differentials noted in footwear 
in September were thus created by the lead of nonunion rates ahead of 
union. When, at a later date, bargaining was concluded in the organ- 
ized sector of the industry in New England, a different pattern 
emerged. Nonunion firms then generally met the larger increases that 
typified the industry in this part of the country, changing their earlier 
6-cent raise to an increase equivalent to that gained by workers in 
unionized plants. 


V. Conclusion 


This study of union-nonunion wage rate differentials leads to the 
conclusion that, for the industries and occupations considered, there 
are no significant differentials between the rates of workers in union 
and nonunion plants; similar studies of a static nature have often re- 
vealed differentials which were most likely a function of variations in 
size of plant, method of wage payment, size of city, and other variables 
known frequently to be associated with both higher wage rates and 
greater unionization. In two instances where significant differentials 
were discovered, they were attributable to lags in the wage movements 
of one group of workers behind the other. 

It follows from this that the results of surveys of wage rates of 
workers in union and nonunion plants must be cautiously interpreted 
with due regard for the economic context in which the data were 
collected. What might appear to be a wage advantage for one group 
may actually indicate a transient gap, quickly effaced by the passage 
of time. 

To the extent that these findings are confirmed by more extensive 
research, the problem of this kind of wage-structure “distortion” 
caused by unionism can be set to one side. Investigations of the impact 
of unionism on wages may then assume a more aggregative character, 
attempting to discern union influences upon the structure of wages as 
among industries, geographic areas and eventually, if the model- 
builders’ dreams are realized, upon the aggregate returns to different 
factors of production. 
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THE INTERINDUSTRY WAGE STRUCTURE, 1899-1950 


By Donatp E. CuLLen* 


Within the past twenty years, the problems arising from the growth 
of industrial unionism and from governmental attempts at wage regu- 
lation have emphasized the extent to which the process of wage deter- 
mination appears to transcend the boundaries of the individual firm. 
Whether the economist is speculating on the effects of an increased 
minimum wage, performing a post-mortem on the Wage Stabilization 
Board, or exploring the implications of a guaranteed annual wage, he 
frequently finds the wage differences which prevail between industries 
to be as significant for his purposes as the interfirm differentials to be 
found within most industries. 

Of the studies which have resulted from this latest show of interest 
in interindustry wage differentials,’ nearly all have stressed the dy- 
namic nature of this type of wage structure. For example, in a Con- 
ference Board study of wage changes in several industries in the 1923- 
1947 period, Backman and Gainsbrugh concluded: 

An examination of long-term changes in the wage structure shows con- 
clusively that diversity rather than uniformity has been its outstanding 
characteristic. This is true whether the measure used is basic wage rates 
or hourly, weekly, or annual earnings. It is true whether the period ex- 
amined is peacetime, wartime, or postwar to date | 1948]. It is true no 
matter which phase of the business cycle is examined. On no basis and 
for no period is there revealed anything remotely resembling a uniform 
pattern of change.* 


Dunlop has also emphasized the “pliability” of the interindustry wage 
structure, noting that “the relative | wage] position of industries has 


293 


been changing very rapidly over a period of time.’* The general pat- 
tern of these and other studies‘ has been to demonstrate or assume 


* The author is assistant professor in the New York State School of Industrial and Labor 
Relations, Cornell University. 

*For the pioneering studies in this area, see P. H. Douglas, Real Wages in the United 
States, 1890-1926 (Boston, 1930) and The Theory of Wages (New York, 1934); S. 
Fabricant, Employment in Manufacturing, 1899-1939 (New York, 1942). 

*J. Backman and M. R. Gainsbrugh, Behavior of Wages (New York, 1948), p. 7. 


*J. T. Dunlop, “Productivity and the Wage Structure,” in Income, Employment and 
Public Policy (New York, 1948), p. 357. 

*For example, see J. Garbarino, “A Theory of Interindustry Wage Structure Variation,” 
Quart. Jour. Econ., May 1950, LXIV, 282-305; F. Meyers and R. L. Bowlby, “The 
Interindustry Wage Structure and Productivity,” Indus. Lab. Rel. Rev., Oct. 1953, VII, 
92-102. 
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that wages in different industries change over time at radically different 
rates, and then to concentrate on an investigation of various factors, 
such as productivity and unionism, which may explain these different 
rates of movement. The apparent fluidity of this wage structure is also 
reflected in the findings of Roberts, among others, that the pattern of 
wartime wage increases resulted in a substantial narrowing of inter- 
industry wage differentials during the brief period of 1939 to 1945.° 

Only Slichter is on record with the minority view that “the inter- 
industry structure of wages has considerable stability during short or 
moderately short periods of time.”* By employing rank correlation 
as a measure of stability, instead of the dispersion of absolute or per- 
centage changes in earnings, Slichter’s brief study serves to emphasize 
that this wage structure has several dimensions which may change 
over time, and therefore no single measure of change can adequately 
reflect the extent of “stability” or “pliability” inherent in that structure. 

The thesis of the present study is that the interindustry wage struc- 
ture in manufacturing has been surprisingly stable over the long run, 
although the elusive nature of the term “stable” is to be emphasized. 
Specifically, it will be shown that the ranking of manufacturing in- 
dustries within the wage structure changed so slowly in the past that 
many of the high-wage and low-wage industries of 1899 were still to be 
found among the high-wage and low-wage industries in 1950; that 
there was little if any long-run tendency towards compression of the 
interindustry wage structure over the past half-century, although dif- 
ferentials were often narrowed temporarily during both extremes of 
the business cycle; and that, as a logical corollary of the stability of 
this structure, there was only a slight tendency for workers’ earnings 
to be equalized over the 1899-1950 period among those industries 
which ranked at the very top and bottom of the wage structure in 
1899. 


I. Methods of Measurement 


It has been conclusively shown by others that there is a pronounced 
disparity in the rates at which wages change in different industries. 
Yet, it is quite possible, as Slichter’s brief findings indicate, for a group 
of industries to show a diverse pattern of change in workers’ earnings 
over a period of years and nevertheless retain substantially their same 
ranking throughout that period. To the extent that this occurs, the 
wage structure takes on an important added dimension which can 
only be measured accurately by a tool such as rank correlation. At the 

*D. R. Roberts, “The Meaning of Recent Wage Changes,” in R. A. Lester and J. 
Shister, eds., Insights into Labor Issues (New York, 1948), pp. 228-32. 


*S. H. Slichter, “Notes on the Structure of Wages,” Rev. Econ. Stat., Feb. 1950, 
XXXII, 88. 
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same time, this measure clearly differentiates high-wage and low-wage 
industries in the usual sense of those terms—not the industries in 
which wages increase most or least rapidly, but the industries which, 
at any given time, rank highest or lowest in the wage structure. 

On the other hand, rank correlation obviously offers no clue to the 
extent to which the wage structure has expanded or contracted over 
time. To measure this dimension it appeared advisable to employ 
three measures of dispersion: (1) the interquartile range divided by 
the median; (2) the percentage; and (3) the absolute dollar differen- 
tials between the median earnings of workers in the top 25 per cent 
and the median earnings of workers in the lowest 25 per cent of the 
industry sample. When taken together, these three measures of dis- 
persion comprehensively describe the extent of expansion or contraction 
which has occurred over time in the wage structure. 

Although basic hourly rates are in many respects the best wage 
measure for a study of this nature, they are largely unavailable and 
gross average hourly earnings have consequently been employed in 
most previous studies. However, because of the paucity of reliable 
hourly earnings data for the period prior to the 1930's, the best source 
of wage data covering the last 50 years is the Census of Manufactures, 
from which gross average annual earnings can be derived for all manu- 
facturing industries for each of 18 years in the 1899-1950 period. 

The disadvantages of annual earnings for a study such as this 
appear at first glance to be considerable. Since this earnings measure is 
computed by dividing the total wages paid in a year by the average 
number of production workers on the payroll during that year, the 
resultant figure, if used as a substitute for the basic wage rate, is 
subject to the same limitations as the measure of average hourly earn- 
ings—shifts in such variables as the amount of overtime worked are 
reflected in gross earnings, although the basic rate may remain un- 
changed. In addition, average annual earnings are affected by changes 
in the length of the work week, part-time work, stoppages for various 
causes, labor turnover, and absenteeism. 

The use of average annual earnings can nevertheless be defended 
on two grounds. First, like any gross earnings measure, annual earn- 
ings represent a closer approximation of take-home pay than is given 
by basic rates, and hence may sometimes be a more important deter- 
minant of worker movement. By measuring “the amounts which would 
be earned by the average worker who was employed for the average 
length of time put in by those whose names appeared on the payroll,’”” 

"Douglas, Real Wages, p. 218. The definitive discussions of this annual earnings measure 


are to be found in ibid., pp. 593-608, and P. F. Brissenden, Earnings of Factory Workers, 
1899 to 1927, Census Monogr. X (Washington, 1929), pp. 275-82. 
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annual earnings data thus permit interindustry comparisons of a very 
useful nature. 

Equally important, however, is the fact that the annual earnings 
measure is a very satisfactory substitute for average hourly earnings 
in a study of this nature. This can be seen in Table I, which sum- 
marizes the results of three comparisons of hourly and annual earn- 
ings. In each sample, the two earnings structures were found to be 
nearly identical when compared by means of those measures of cor- 
relation and dispersion which will shortly be used to trace changes in 
the wage structure over the entire 1899-1950 period.® 


Interquartile | High-Low Percentage 

Number | of Rank | Range+MedianX100 | Differential 
Year of 

Correla- 

spneosiens tion* Hourly Annual | Hourly | Annual 
1933 35 86 ss‘) sas | 
1935 59 .93 30.1 30.0 i 159 176 
1947 84 .95 20.8 | 25.7 H 147 151 


* For each year, the ranking of industries by hourly earnings correlated with their ranking 
by annual earnings. 

> For each year, the median of the average earnings in those industries forming the top 
quarter of the indicated earnings structure divided by the median of the average earnings in 
those industries forming the lowest quarter of the same structure. 

Source: Supporting data, furnished upon request, from U. S. Bureau of the Census, Man- 
Hour Statistics for 32 Selected Industries: 1933; Man-Hour Statistics for 59 Selected Industries: 
1935; and Census of Manufacturers: 1947. 


The high positive correlations obtained between the ranking of in- 
dustries by hourly earnings and their ranking by annual earnings indi- 
cate a very strong tendency for these two earnings measures to move 
together; that is, an industry which ranks high in respect to hourly 
earnings nearly always ranks high in respect to annual earnings. A rather 
high correlation might be expected for a year of full employment such 
as 1947, when interindustry differences might be presumed to diminish 
in respect to the length of the work week, the amount of part-time 
work, and the time lost through stoppages other than strikes—all of 
which can affect gross annual earnings without affecting gross hourly 
earnings. Even under these favorable conditions, however, a correla- 


* The dispersion measure of absolute differentials is obviously not appropriate in these 
comparisons and is not used. Both the hourly and annual earnings data underlying Table 
I were drawn from Census sources in order to ensure perfect comparability of industry 
definition and sample coverage. The 1933 and 1935 samples consist of all the manufacturing 
industries for which the Census gathered man-hour data covering those years; the 1947 
sample is identical to that which is to be followed over the 1899-1950 period. 
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tion of .95 is surprisingly high. Yet more surprising is the fact that 
nearly as close a relationship existed between these two earnings meas- 
ures in 1933 and 1935, two depression years characterized by wide- 
spread unemployment, part-time work, work-sharing, and shortened 
work weeks.’ In view of this marked similarity in both the ranking 
and dispersion of the two earnings structures, it would appear that 
interindustry differences in the forces influencing only annual earnings 
are relatively negligible at any given time among the Vast majority of 
manufacturing industries. 

This study will therefore investigate the interindustry wage struc- 
ture exclusively in terms of the average annual earnings of production 
workers, as derived from Census data. Although the correspondence 
between the hourly and annual earnings structures is not perfect, it 
is sufficiently striking to warrant the substitution of one for the other 
in a study of this nature. At the very least, the direction of any radical 
change in the hourly earnings structure would seem certain to be re- 
flected in the annual earnings structure. Full advantage can therefore 
be taken of the Census employment and payroll data which are far 
more extensive and reliable, particularly for the years before the 
1930’s, than the hourly data available from other sources. 


II. Changes in the Ranking of Industries, 1899-1950 


Table II presents one dimension of the structure of average annual 
earnings in 84 manufacturing industries for the 18 Census years of the 
1899-1950 period. The sample from which these correlations were 
derived includes all the industries for which reasonably comparable 
earnings data are available for all Census years from 1899 through 
1947, and for which comparable data are also available for either 1949 
or 1950.*° Since the Annual Surveys of Manufactures for 1949 and 1950 
are less comprehensive than the previous full-fledged Censuses, some 
relatively unimportant industries had to be excluded because they were 
not covered in either of these two years. Lack of coverage is also the 
reason why only 70 of the 84 industries are available for 1949, and 
only 76 for 1950. Four-digit industries were combined only when 


* The lower correlation for 1933 may well have resulted as much from the smaller size 
of that year’s sample as from the fact that the depression was more severe than in 1935. 
For each of these two samples, over 50 per cent of the total “squared deviations” in the 
correlation formula were accounted for by only 2 industries—manufactured ice and beet 
sugar—which naturally had less effect on the correlation of the larger 1935 sample than 
on that of the 1933 sample. 

** Had 1947 been used as a terminal year, the sample would have been larger but would 
not have reflected all of the wage changes of the postwar period. On the other hand, the 
use of data for either 1949 or 1950 alone would have reduced the size of the sample to 70 or 
76 industries. 
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necessary to obtain comparable data for earlier years. The 84 in- 
dustries which met these standards are approximately 20 per cent of 
the 453 industries covered in the 1947 Census of Manufactures, and 
in that year they employed 29 per cent of all production workers in 
manufacturing. Nineteen of the 20 major two-digit manufacturing 
groups are represented. 

The series of rank correlations presented in Table II were derived 
in the usual manner: the ranking of the 84 industries in the base year 
was compared with their ranking in each of the other indicated years, 
and coefficients of rank correlation were then computed.** Several base 
years were employed in order to highlight short-run trends. 

The over-all impression given by Table II is of slow but inexorable 
change in the interindustry wage structure. Of course, rank correla- 
tions are notoriously difficult to interpret in such a context; no one 
would expect results indicating either perfect rigidity (1.00) or the 
chaos of pure chance (0.00). Slichter considered the wage structure 
to exhibit “considerable stability” when his 20-industry sample of un- 
skilled earnings yielded correlations between .7 and .9 for periods 
of 23 years or less.’* By this yardstick, the much larger sample used 
in this study indicates the wage structure to be remarkably stable, for 
the 1899:1947 correlation of .73 is precisely the same as Slichter 
obtained for a period (1923-1946) only half as long. 

This general impression of stability is borne out by the results of 
the short-run comparisons in Table II. For instance, the decade-by- 
decade correlation coefficients show both a surprising uniformity and a 
very slow rate of change. The structure in 1919 was also compared 
with the structure in the 1930’s and 1947, since roughly this period 
was used in those studies which emphasized the rapid rate of change 
in interindustry wage differentials. The coefficients for 1919:1939 
(.83) and 1919:1947 (.85) are even higher than Slichter’s for approxi- 
mately the same years, and again illustrate the misleading impression 
of the wage structure which is created by a simple listing by industry 
of percentage or absolute wage changes. 

As for the effect of the business cycle on this one dimension of the 
wage structure, the most significant aspect of the picture which 
emerges from Table II is not the severe jolt dealt by the depression 
of the 1930’s, but the rapidity with which the structure recovered its 


™In order to check the comparability of the smaller 1949 and 1950 samples with the 
full 84-industry sample, the 1899:1947 correlation coefficients were computed for the 
smaller samples. For this identical time period, the three samples yield these coefficients : 
.73 (full sample); .69 (1949 sample); and .74 (1950 sample). 

* Slichter, op. cit., p. 88. 
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Tas ie II.—CorrELATION OF STRUCTURE OF ANNUAL EARNINGS IN 84 INDUSTRIES 
In Census YEARS, 1899-1950 


Years Compared, Coefficient of Years Compared, Coefficient of 

1899 Base Rank Correlation Various Bases Rank Correlation 

1899: 1904 04 | 1909:1914 92 
71909 .89 21919 .84 
1914 87 1919: 1929 88 
21919 .75 | 21933 
21921 .79 71939 .83 
11923 .77 11947 -85 
21925 1929:1933 
21927 21935 .88 
21929 By 21939 .88 
71931 .68 1939: 1947 
21933 21949 .928 
:1935 72 :1950 

1937 | 
1939 74 
1947 .73 
21949 .65* 
21950 | 66> | 


* 70 industries. 

> 76 industries. 

Source: Supporting data, furnished upon request, from U. S. Bureau of the Census, Census 
of Manufactures: 1947, Vol. Il, Statistics by Industry, and Annual Surveys of Manufactures, 
1949 and 1950. 


normal configuration; the structure’s rate of change, as measured by 
rank correlation, was no greater for the 1929-1939 decade as a whole 
than for most of the other decades during this half century. This re- 
siliency of the wage structure was apparently not even put to the 
test in the inflationary period following the second world war, although 
the inflation of the first world war may have temporarily “distorted” 
wage differentials. 

Perhaps a more graphic measure of the type of stability reflected by 
rank correlation is afforded by an examination of the high-wage and 
low-wage industries—which have arbitrarily been defined as those in 
the upper and lower quarter of the wage structure. Of the 21 industries 
which comprised the high-wage quarter in 1899, 14 were still in the 
high-wage quarter in 1947. Similarly, 15 of the 21 lowest-paying in- 
dustries in 1899 were in the low-wage quarter in 1947. 

One significant difference should be noted between these high-wage 
and low-wage industries. Only 3 of the 14 which were high-wage in- 
dustries at the beginning and end of the 1899-1947 period were in 
this classification in all the 16 Census years of that span; these 3 are 
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printing ink, petroleum refining, and ships and boats.'* On the other 
hand, of the 15 industries in the low-wage class in both 1899 and 1947, 
10 were continuously in this classification in every intervening Census 
year: cigars and cigarettes, brooms, paper bags, cordage, confectionery 
products, corsets, cottonseed oil, textile bags, chewing tobacco, and 
canning.’* The low-wage quarter of the wage structure thus appears to 
have been even more stable than the high-wage quarter—a depressing 
finding which will be discussed below. 

It must be emphasized that none of these findings are inconsistent 
with the data employed in studies such as Dunlop’s or Backman and 
Gainsbrugh’s. The 84 industries which yield such high correlation 
coefficients in Table II show at the same time a wide disparity in both 
absolute and percentage increases in average annual earnings. Also, the 
very fact that the correlation coefficients steadily drop over these 51 
years means that there are several industries which have radically 
changed their relative position in the wage structure. Some, such as 
cork products and domestic laundry equipment, have dramatically 
improved their standing. Others, such as the textbook example of 
saddlery, harness, and whips, have gently drifted down the structure 
into near oblivion, while yet others, such as locomotives, have demon- 
strated the disconcerting propensities of a yo-yo in their erratic wage 
movements. 

All of this simply underscores the fact that, like any wage structure, 
the structure of interindustry wage differentials has several facets. 
The evidence of Table II indicates only that the facet of the structure 
measured by rank correlation is relatively very stable. 


III. Dispersion of the Wage Structure, 1899-1950 


Changes in the dispersion of this wage structure can be traced over 
the past 50 years in Table III. The first three columns contain data on 
the dispersion of the structure as a whole, as it existed in each of the 
18 Census years. Data in the last two columns pertain only to those 
industries which constituted the top and bottom quarters of the struc- 
ture in 1899. 

For the structure as a whole, the general impression gained from 
Table III is again one of long-run stability. As measured by the inter- 
quartile range, the dispersion of annual earnings about the median 


% The 11 other industries which were “high wage” in both 1899 and 1947 are: metal 
doors, primary nonferrous metals, motor vehicles, locomotives, dressed furs, steel works 
and rolling mills, steel forgings, carbon black, wire, silverware, grease and tallow. 

“The 5 other industries which were “low wage” in both 1899 and 1947 are fertilizers, 
footwear cut stock, pens and pencils, handbags, and matches. 
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TABLE II].—Dispersion OF STRUCTURE OF ANNUAL EARNINGS, 1899-1950 


: High-Wage and Low-Wage 

84 Industries Industries of 1899 
Year 
Interquartile | High-Low High-Low 

Range+Medi-| Per Cent Dollar 

anX100 Differential* | Differential» Differential Differential 
1899 27.4 162 209 162 209 
1904 0 163 229 162 225 
1909 25.7 159 241 153 216 
1914 25.1 160 277 153 246 
1919 23.5 172 597 155 484 
1921 21.7 155 519 141 391 
1923 23.2 159 577 148 469 
1925 24.2 155 557 145 462 
1927 25.5 153 350 | 146 477 
1929 24.8 158 | 597 155 561 
1931 21.1 151 440 133 306 
1933 22.3 153 | 362 135 252 
1935 19.8 160 463 139 319 
1937 27.9 175 637 163 534 
1939 30.1 175 634 153 474 
1947 151 1015 143 868 
19494 23.0 156 1175 | 143 943 
19506¢ | 25.4 156 1262 149 1109 


* For each year, the median of the average annual earnings in those industries forming the 
top quarter of the earnings structure divided by the median of the average annual earnings in 
those industries forming the lowest quarter of the earnings structure. 

> For each year, the absolute difference between the medians described in (a). 

¢ For each year, the differential between the median earnings in the 21 industries which 
ranked highest in 1899 and the 21 which ranked lowest in 1899—regardless of the relative 
position of these industries in subsequent years. 

4 70 industries. 

76 industries. 

Source: Same as Table II. 


fluctuates within narrow limits around 25.0 throughout most of the 
1899-1950 period. Similarly, the median earnings of workers in the 
high-wage industries of each year were quite consistently 50 to 60 per 
cent higher than the median earnings of workers in the low-wage in- 
dustries of the same year. The generally steady increase in the dollars- 
per-year differential is consistent with the results of both of the other 
dispersion measures. Although a determined trend-spotter might find 
some significance in the fact that the structure was slightly more dis- 
persed in 1899 and 1904 than in 1949 and 1950, the evidence of the 
intervening years is strongly against the view that there has been any 
appreciable long-run narrowing of interindustry wage differentials. 
However, it is apparent that the dispersion of this wage structure 
was repeatedly affected, if only temporarily, by extremes of the busi- 


4 
| 


362 THE AMERICAN ECONOMIC REVIEW 


ness cycle. The surprising aspect about these cyclical changes is that 
they tended to be in the same direction—namely, towards a temporary 
compression of the structure—in periods of both full employment and 
depression. 

Interindustry wage differentials are expected to narrow during 
periods of full employment because low-wage industries at such a time 
“must narrow the gap between their wages and those of industries pay- 
ing higher wages in order to retain and recruit a work force.” As 
noted in other studies, the clearest example of this tendency is to be 
found in the experience of the 1940’s, when the wage structure was 
noticeably more compressed than during the late 1930’s. On the other 
hand, the evidence of the period of the first world war is rather equivo- 
cal, as shown by the slight contraction in the dispersion of the inter- 
quartile range at the same time that the percentage differential was 
widening between the median earnings of the workers in the top and 
bottom quarters of the structure. 

Interindustry wage differentials might be expected to widen during 
a depression, since the low-wage industries are then under no pressure 
to compete with others for workers. Furthermore, Dunlop’s study of 
cyclical wage variation has shown that in the depression of 1929-1933 
wages tended to be reduced in the highly competitive, low-wage in- 
dustries before they were reduced in the oligopolistic, high-wage in- 
dustries’**—a tendency which should also have resulted in a temporary 
widening of differentials. The evidence of Table III is nevertheless to 
the contrary, showing that the wage structure contracted during the 
two most severe depressions of the past fifty years—in 1921-1922 and 
1929-1933. It is also possible that the narrowing of interindustry dif- 
ferentials from 1904 to 1909 resulted from the sharp recession of 1908, 
and that differentials were equally compressed in 1914 because of the 
high unemployment of that year.’’ This interpretation of the 1904- 
1914 period is difficult to test because Census data were only collected 
at five-year intervals at that time, and it also fails to explain why the 
dispersion of 1909 and 1914 became the “normal” dispersion of the 
wage structure for the remainder of the 1899-1950 period. Finally, it 


* J. T. Dunlop and M. Rothbaum, “International Comparisons of Wage Structures,” 
Internat. Lab. Rev., Apr. 1955, LXXI, 359. 

“J. T. Dunlop, Wage Determination Under Trade Unions (New York, 1950), pp. 
130-48. The characterization of these two groups of industries as low-wage and high-wage 
is not Dunlop’s but can reasonably be inferred from the listings of these industries on 
pages 132-43. Dunlop noted differences between the groups in the proportion of labor 
costs to total costs, as well as differences in product market competition. In their recent 
3-country study, Dunlop and Rothbaum explicitly hypothesized that all wage differ- 
entials tend to widen during periods of unemployment; op. cit., p. 362. 

"For estimates of unemployment during the early 1900's, see Douglas, Real Wages, pp. 
445-60. 
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should be noted that interindustry wage differentials actually widened 
during the recession of 1937-1939. 

In spite of the several apparent inconsistencies in the cyclical varia- 
tions of this wage structure, a generalization might still be hazarded 
that interindustry differentials have tended to narrow during periods 
of prolonged full employment (the 1940’s, at least until 1947) and 
periods of very severe unemployment (1921 and 1929-1933). Much 
less predictable have been the effects on this wage structure of cyclical 
movements such as the recessions of 1908, 1914, and 1937, which 
were characterized by relatively brief periods of unemployment which 
never reached the proportions typical of a full-scale depression. 

The reasons for the unexpected contraction of the wage structure 
during the early 1930’s are not entirely clear. A plausible hypothesis 
might be adduced from the pronounced tendency for producers’ goods 
industries to be in the high-wage category, and for consumers’ goods 
industries to be low-wage. Accordingly, average annual earnings in the 
high-wage industries could be expected to suffer a relatively larger 
drop during a severe depression than earnings in the low-wage indus- 
tries, thereby compressing the structure.** These high-wage industries 
may also provide the key to an understanding of why interindustry 
differentials widened, rather than narrowed, during the late 1930’s for 
they were the target of many of the major organizational drives of 
that era. If earnings in these industries increased more rapidly than in 
other industries as a result of union pressure, then the structure would 
naturally have become more dispersed. Although the analysis of vari- 
ables necessary to test this hypothesis lies outside the scope of this 
study, it should be remarked that the evidence on the effects of “new 
unionism” during the 1930’s is conflicting at best.”® 

In summary, the results of Table III indicate that the dispersion of 
interindustry wage differentials exhibited a definite secular stability 
over the 1899-1950 period, but several of the short-run changes in this 
dispersion require further exploration before they can be satisfactorily 
explained. That these short-run changes have nevertheless failed to 
alter the basic dispersion of the wage structure is emphasized by the 
changes which occurred in the 1940’s. A comparison of the structure’s 
dispersion in 1937 and 1939 with its dispersion in the postwar years 


“This hypothesis is not necessarily inconsistent with Dunlop’s findings on this period, 
for he was exclusively concerned with the month-by-month timing of wage cuts rather 
than with either the amounts of these cuts or their cumulative effect over the entire 
depression period. 

For instance, compare the results of A. M. Ross and W. Coldner, “Forces Affecting 
the Interindustry Wage Structure,” Quart. Jour. Econ., May 1950, LXIV, 267, and H. M. 
Levinson, Unionism, Wage Trends, and Income Distribution, 1914-1947 (Ann Arbor, 1951), 
pp. 47-66. 
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confirms the evidence of other studies that compression undoubtedly 
did occur during the latter period. However, when this short-run com- 
pression is viewed in the context of the entire 1899-1950 period, it 
emerges as a return of the structure to its “normal” pattern of dis- 
persion which had been disrupted during the 1930’s. Interindustry 
wage differentials in 1937 and 1939 were thus appreciably greater, in 
relative terms, than in almost any other Census year, and the subse- 
quent narrowing of these differentials served only to return them by 
1950 to the spread of the 1920's. 


IV. The Long-Run Equalization of Earnings 


In spite of the relative stability of interindustry wage differentials, 
the correlation coefficients in Table II indicate that there has been a 
constant, though not rapid, shifting in the relative position of indus- 
tries within the wage structure. Of particular interest to wage theory 
is the extent to which this internal movement has resulted in a trend 
towards the equalization of earnings as between those industries which 
ranked at the top and bottom of the wage structure fifty years ago. 
This long-run tendency towards equality is measured in the last two 
columns of Table III, in which are listed for the entire 1899-1950 
period the percentage and absolute differentials between the median 
earnings of the 21 industries which ranked highest in 1899 and the 
median earnings of the 21 industries which ranked lowest in the same 
year.” 

It is obvious from Table III that median earnings in these two 
groups of industries have tended to converge relatively, if not abso- 
lutely, over the long run, but that this tendency has been so weak that 
uniformity of earnings has not even been approached. While the high- 
low spread of the structure as a whole dropped from 162 per cent in 
1899 to 156 per cent in 1950, the spread between the two original 
groups of high-wage and low-wage industries decreased only from 162 
per cent to 149 per cent. Similarly, as the absolute high-low differential 
in the structure as a whole increased from $209 in 1899 to $1262 in 
1950, the differential between the two original high-low groups in- 
creased only slightly less—from $209 to $1109. 

The movement of this differential within the 1899-1950 period pre- 
sents two interesting aspects. First, most if not all of the narrowing of 
this differential actually occurred prior to 1921; throughout most of 
the 1920’s, the differential was substantially the same as in 1947-1950. 


*” This type of comparison was suggested by a similar analysis of the structure of profit 
rates in R. C. Epstein, Industrial Profits in the United States (New York, 1934), pp. 
94-113. 
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(The same was also true of any compression which occurred in the 
structure as a whole, slight as that appears to have been.) Second, this 
differential decreased much more sharply in the early 1930’s than the 
high-low differential for the structure as a whole. Again, the explana- 
tion is to be found in the greater volatility of the high-wage industries. 
In 1929, most of the high-wage industries of 1899 were still at or near 
the top of the wage structure, but by 1931 the several depression- 
prone industries in this group—such as locomotives, motor vehicles, 
and steel works—had plummeted in the structure, to be temporarily 
supplanted in the high-wage category by such industries as paint, 
manufactured ice, and glue and gelatin. On the other hand, the ma- 
jority of the low-wage industries of 1899 not only formed the bulk of 
the low-wage industries of 1929, but showed little tendency to rise out 
of that category throughout the depression which followed. 

In some respects, the weakness of this tendency toward long-run 
equalization of earnings is the single most impressive indicator of the 
stability of the interindustry wage structure. Correlation coefficients 
are subject to varying interpretations, and the fact that the dispersion 
of interindustry differentials has remained stable could of course be 
reconciled with nearly any rate of internal change in the structure. 
However, it is doubtful that any theory of wage movement—whether 
based upon the competitive models of Clark and Marshall or the 
friction-ridden, institutional models of today—would lead one to ex- 
pect the spread between the high-wage and low-wage industries of 
fifty years ago to increase fivefold in absolute terms, or to decrease to 
such a moderate extent in relative terms, over a span of half a century. 


V. Some Qualifications 


In interpreting the above findings, certain qualifications must be 
borne in mind. Although the inclusion of the few nonmanufacturing 
industries for which data are available would not have appreciably 
altered the results of this study, this does not warrant the assumption 
that wage differentials among nonmanufacturing industries behaved in 
a similar fashion. In the same vein, the results of Table I do not 
mean that average annual earnings can indiscriminately be substituted 
for average hourly earnings; for example, as a result of the shorter 
workweek, annual earnings have nut increased as rapidly in percentage 
terms as hourly earnings. 

A more important qualification is introduced by the possibility that 
the principal virtue of the 84-industry sample—the continuity of its 
data over 51 years—may be the source of a serious bias. There is no 
doubt that many of the relatively new and vigorous manufacturing 
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industries in, for example, the electrical machinery and chemical fields 
are automatically excluded from a sample of this nature, and their 
inclusion might well show the wage structure to be in greater ferment 
than this sample indicates.*’ Also, the death throes of any industries 
which disappeared during this period are left unrecorded, and this 
might contribute to an understatement of relative movement within 
the wage structure. 

There is no way out of the dilemma posed by the possibility of this 
type of sample bias as long as the focus of interest is on tracing long- 
run changes among a particular group of industries. Even with the 
narrow industry definitions employed in this study, the charge can be 
made that their apparent comparability over fifty years is illusory, 
for the motor vehicles industry of 1950—as just one example—bore 
little if any relationship to what the Census Bureau has labeled the 
same industry in 1899. If these definitions were broadened to the point 
necessary to encompass all manufacturing industries in all years, they 
would lose all claim to meaningful comparability. It is for this reason 
that electrical machinery is the only two-digit group not represented 
in the 84-industry sample; until the 1920’s, this industry was only a 
single four-digit classification, but today it is in turn composed of 21 
four-digit industries. To include all these as a single industry would 
certainly increase the coverage of the sample, but it would simul- 
taneously detract from the usefulness of the sample’s results. Finally, 
it should be recognized that this sample contains many industries, such 
as motor vehicles, which were the new, expanding industries of the 
early 1900’s, together with industries such as saddlery which have long 
been declining. 

However, this problem of sample bias could be resolved with respect 
to measuring the dispersion of the wage structure as a whole. Since 
there is no need to achieve comparability of industries from year to 
year, the ideal way to measure this dimension is to compute the 
average annual earnings in each of the hundreds of manufacturing 
industries existing in each of the Census years and then to apply the 
various measures of dispersion. This has been done for a single year, 
1939, with the results indicated in Table IV. 

It is clear that, at least for 1939, the 84-industry sample understates 
the dispersion of this wage structure. The reason for this lies, rather 
surprisingly, in the sample's overstatement of average earnings in low- 
wage industries. The third quartile, the median of the entire distribu- 

™For instance, there is some evidence that workers’ earnings increase at an above- 
average rate in industries in which employment is expanding very rapidly. See Garbarino, 
op. cit., pp. 303-05; Ross and Goldner, op. cit., pp. 276-77; and Backman and Gains- 


brugh, op. cit., pp. 38-45. On the other hand, Slichter, of. cit., p. 90, did not find a signif- 
icant relationship between these factors. 
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tion, and the median of the top quarter of the sample are all very 
similar to their counterparts in the all-manufacturing distribution, but 
the first quartile and the median of the lowest quarter are appreciably 
higher in the sample. It is nevertheless doubtful that the sample seri- 
ously misstates the direction of important changes in the structure’s 
dispersion. 

A final qualification must be offered relative to the wage measure 
employed. Like any all-worker earnings measure, that of average 
annual earnings is directly affected by the skill mix of each industry’s 
labor force. It is therefore possible, though not probable, that inter- 


TABLE IV.—DIsSPERSION OF ANNUAL EARNINGS IN SAMPLE AND IN ALL MANUFACTURING 
INpusSTRIES, 1939 


All N i 
Dispersion Measure 84-Industry Sample | 
Third quartile $1328 $1315 
First quartile $ 984 $ 885 
Median $1144 $1110 
IQ range + median X 100 30.1 38.8 
Median of top 25 per cent $1481 $1445 
Median of low 25 per cent $ 847 $ 757 
Top median+low median 175% 191% 
Top median—low median $ 634 $ 688 


Source: Sample data: Same as Table II. All manufacturing industries from U. S. Bureau 
of the Census, Census of Manufactures: 1939, Vol. 1, Statistics by Subjects, Table 5, pp. 22-43. 


industry differentials in average earnings are determined solely by dif- 
ferences in skill mix, and that the persistence of these differentials is 
evidence only of a tendency for the skill level in high-wage industries to 
remain above that in low-wage industries. Although adequate skill 
data are not available for enough of the 1899-1950 period to test this 
possibility, the findings of two other studies are relevant. First, Ober’s 
conclusion that the skilled-unskilled wage spread narrowed sharply 
from 1907 to 1947** indicates that, if skill mix had been the only 
reason for the persistence of interindustry earnings differentials, the 
high-wage industries would actually have needed to increase their rela- 
tive advantage in skill mix in order to maintain their earnings advan- 
tage to the extent shown in this study. Second, Slichter’s finding that, 
as measured by rank correlation, the interindustry structure of the 
hourly earnings of male unskilled labor also remained relatively stable 


"H. Ober, “Occupational Wage Differentials, 1907-1947,” Mo. Lab. Rev., Aug. 1948, 


LXVII, 127-34. Also see T. P. Kanninen, “Occupational Wage Relationships in Manufac- 
turing, 1952-53,” Mo. Lab. Rev., Nov. 1953, LX XVII, 1171-78. 
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over the 1923-1946 period suggests that the stability of all-worker 
earnings differentials is not primarily a function of skill mix. 


VI. Conclusion 


What are the theoretical implications of this persistence of inter- 
industry wage differentials? At first glance, this might appear to be 
one more stick with which to belabor neoclassical wage theory, for 
surely the authors of that theory placed great confidence in the leveling 
influence of time and competition.** While there is probably some 
truth in this interpretation of persistent wage differentials, it rests 
upon a debatable equation of stability with rigidity—persistent dif- 
ferentials are pictured as somehow resisting the eroding effects of 
competition. Yet, without an analysis of the several variables which 
presumably influence wage differences (productivity, unionism, com- 
petition in the product market, etc.), the stability of this wage struc- 
ture does not in itself prove the impotence of competitive forces. 

It is conceivable, for instance, that the high-wage industries of 1899 
tended to retain their relative wage advantage over the long run simply 
because they tended to maintain a competitive advantage in the prod- 
uct market..As Schumpeter and his followers have pointed out, once 
an industry has gained a competitive edge, it often has both the means 
and inclination to retain that edge; the now-familiar chain of reason- 
ing which pictures higher profits as leading to more research, increas- 
ing innovation, and higher productivity might well be completed by 
the addition of expanding employment and higher wages as other 
characteristics of the consistently successful industry. Regardless of 
whether this “new competition” thesis can be fitted into the frame- 
work of orthodox theory (does the successful industry exhibit higher 
average or marginal productivity, or both?), the emphasis is the same 
—the persistence of differentials is attributed to the force of competi- 
tion (old or new style), rather than to arteriosclerosis of the economic 
system. 

It is therefore apparent that, in the absence of further evidence, 
the stability of interindustry wage differentials can be accommodated 
by any or all of the current wage theories. Several of the other studies 
in this area have attempted to evaluate the major wage determinants 
believed to be operative and, although these studies have stressed the 
variability within the structure, none of their results are necessarily 
inconsistent with the findings of this study. Unfortunately, these 
studies are so inconsistent with each other in their findings that no 


“For an example of how neoclassicists sometimes framed their analyses in terms of 
interindustry differentials, see J. B. Clark, The Distribution of Wealth (New York, 
1899), pp. 80, 282-83. 
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convincing explanation of the forces affecting the interindustry wage 
structure is yet available.” 

The stability of this wage structure also holds some interesting im- 
plications for two issues of public policy. First, no justification has 
been discovered for the view that the wage structure has become in- 
creasingly rigid of late as the result of union pattern bargaining and 
government action such as minimum wage laws. The rate of change in 
the relative positions of industries, as measured by rank correlation, 
was no greater in the 1930-1950 period than in prior years, and the 
compression of differentials so often noted in the 1939-1947 period 
has been shown to be a return of the structure to its pre-1930 pattern 
of dispersion. 

Second, the plight of workers in the low-wage industries appears 
dismal indeed, since their chances of rising from the bottom of the 
wage structure in the foreseeable future seem discouragingly slight. Pro- 
ponents of minimum wage laws have long argued that workers receiv- 
ing substandard wages cannot live decently on their long-run pros- 
pects, no matter how glittering these might be. Now, even the long-run 
prospects of many of these workers are seen to be rather dim, relative 
to those of workers in other industries—which raises the question of 
whether the problem of substandard wages is rooted in the nature of a 
relatively unchanging group of industries. If this should be true, more 
basic remedies for the problem might be called for than a generalized 
minimum wage law which, to some extent, is predicated on the assump- 
tion that substandard wages are a regrettable result of a free economy 
which may temporarily afflict any industry. Of course, the history of 
past government attempts to aid specific “problem industries” is 
hardly encouraging, but that does not alter the prospect that many of 
these industries will continue to be problems in the future. 

The results of this study do not indicate the existence of a wage 
structure so rigid that the forces of competition are powerless either 
to exact any toll or offer any rewards. Industries do rise and fall in 
public favor and this movement is reflected in variations within the 
structure of workers’ earnings. Nevertheless, this structure has been 
surprisingly stable in the extent to which some manufacturing in- 
dustries have maintained their position of earnings leadership over half 
a century, while others have appeared unable to rise from the very 
bottom of that structure. 

“For conflicting conclusions on the effects of unionism and employment change, see 
the sources cited in footnotes 19 and 21. As for the effects of productivity on wage change, 
compare the findings of Dunlop, “Productivity and the Wage Structure,” p. 350 and 


Garbarino, of. cit., p. 298, with those of Meyers and Bowlby, oP. cit., p. 97 and Backman 
and Gainsbrugh, op. cit., pp. 60 and 96. 
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GOLDSMITH’S STUDY OF SAVING IN THE 
UNITED STATES* 


A Review Article 


By James N. Morcan* 


This is a monumental work, in the tradition of Bowley and Kuznets, and 
of very high quality. It is not an easy book to read, yet it is systematically 
organized and it is doubtful that any major improvements could have been 
made in the procedures used. Even the tone of the book is good: frank about 
the difficulties, clear about the procedures, and unassuming and cautious about 
the results. 

The first volume contains some general discussion of the methods, a sum- 
mary of findings, and some 850 pages of basic tables, all beautifully indexed 
and cross-referenced. The second volume gives a clear and detailed treatment 
of the problems of measurement and their relation to social accounting, a dis- 
cussion of accuracy, and comparisons with other available estimates. It then 
proceeds to detailed description of methods of measurement used for each of 
the main groups of savers. The third volume contains special studies on 
wealth and national income by Raymond Goldsmith, one on family saving by 
Dorothy Brady, and one on the pattern of estate tax wealth by Horst Men- 
dershausen. 

Throughout the work, Goldsmith has adhered to what he calls the “principle 
of reproducibility” whereby one can always trace any figure back through the 
tables to find all the original sources and manipulations from which it was de- 
rived. This is a principle which has been observed far too little in statistical 
work and deserves to be not only commended but copied. The reader will find, 
however, that while the organization of the book is admirable for some pur- 
poses, tracing the derivation of estimates involves material scattered through 
two or three of the volumes. Some of the basic tables are in Volume III, some 
in Volume I, and there is bound to be something in Volume II explaining the 
treatment of any datum. The only notable exception to general reproducibility 
is in the case of deflators for reducing data to a per capita basis, which are 
not given and would be difficult to reproduce from the sources and descrip- 
tions given. Each volume has an index and a bibliography, the latter giving 
the pages where a particular item was used. The index is not quite so satis- 

* The author, associate professor of economics and assistant program director at Survey 


Research Center, University of Michigan, has been a fellow of the Center for Advanced 
Study in the Behavioral Sciences, Stanford, California, in the 1955-56 academic year. 


* Princeton: Princeton University Press. 1955. Pp. xxx, 1138; xxiv, 632; xix, 476. Vols. 
I and II, $30.00; Vol. III, $8.50. 
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factory. There are more than five times as many references to, or uses of, the 
Surveys of Consumer Finances, for instance, as there are page references given 
in the index. 

A casual look at the available basic data would have left the impression that 
it was impossible to make estimates of saving for the period before 1929. This 
impression results however, partly from our habit of thinking in national in- 
come terms. By careful use of a conceptual framework embodying the inherent 
and necessary relationships of social accounting, and by using mostly estimates 
of changes in wealth rather than of flows of saving, Goldsmith has been able 
greatly to narrow the range of uncertainty. The process also required diligence 
in searching for and combining many sources of information. 


I. The Building of the Series 


The method is basically to secure estimates, mostly at benchmark dates, of 
assets and liabilities. These can usually be separated and allocated to various 
groups: governments, corporations, farms, unincorporated businesses, and 
nonfarm nonbusiness individuals. By definition, the change in net worth 
(assets minus debts, with appropriate elimination of items which cancel out 
within the group) for any group represents saving between the two dates. 
Since saving is also equal to income minus consumption, retained income 
can be used instead of change in net worth when the latter is difficult to 
estimate, as in the case of corporations. Goldsmith himself concentrates his 
discussion of results on periods of years; but realizing that most people want 
annual series, he spends much time and effort interpolating between bench- 
mark dates. 

This process, and also those required to separate the net worth of sub- 
groups in the economy, require estimates and assumptions of such uncertain 
nature that the year-to-year movements and the data for subgroups are not 
nearly so reliable as the estimates of total national saving for periods of 
years. On the other hand, some of the components of saving can be examined 
separately without much danger, since the data were built from these com- 
ponents in the first place and they are frequently ambiguously attached to 
some group in the economy, e¢.g., saving through life insurance. Indeed, a 
major advantage of the balance sheet approach to saving estimates is the 
wealth of detail it provides for analysis by components. 

The work starts with a thorough consideration of the conceptual problems, 
particularly those centering around definitions of the saving concept in prac- 
tice, and the treatment of inflation, population changes, and depreciation. 
Sections of this material would make excellent reading for graduate students 
in a course in national income analysis. One result is a clear demarcation of 
the dimensions which must be specified if one is to talk about saving or 
analyze it, and a building of a terminology which should be adopted by every- 
one in the field to avoid ambiguity. The dimensions are these: 

1. The Population Covered: Saving can be done by the federal government, 
state and local governments, farmers, unincorporated businesses, corporations, 
and nonfarm individuals (including by necessity nonprofit institutions). Various 
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combinations of these make up such totals as personal saving, or national 
saving (I, 43): 


Nonagricultural 
households Individuals’ 
A saving Personal 
griculture > 
Private Nonfederal 
business Business saving National 
saving saving 
Corporations 
State and local governments {collective 
Federal government } — ) 


2. The Unit of Analysis: Data can be presented as aggregates, per person, 
per consuming unit, per family (household). Or they can be in the form of 
saving-income ratios. Most of the data are given in aggregate form, but some 
of the period totals are given in many different ways, for comparison. 

3. The Breadth and Meaning of the Saving Concept Used: The distinctions 
here have to do with the treatment of items like: 


Is consumer investment in durable goods consumption or saving? Is 
depreciation on original cost or replacement cost? Are inventory profits 
or losses included or not? Are capital gains or losses (realized) included 
or not? Are data gross or net of depreciation allowances? Are military 


durables an investment? 


Combinations of answers to these questions lead to three types of “account- 
ing” (social, business, and cash flow), and three breadths of definition (stan- 
dard, narrow and broad). The differences between social, business and cash 
flow accounting are that the second and third include inventory profits and 
losses and realized capital gains and losses, and the third also disregards de- 
preciation by not deducting any allowances for it. The differences in “breadth” 
are that the narrow definition, compared with the standard one, omits saving 
invested in homes and durables, whereas the broad one goes the other way 
and adds saving in military durables and soil improvement. Most of the 
tables use the standard definition, which differs from that of the Department 
of Commerce chiefly in treating investment in consumer durables as saving, a 
genuine improvement in my view. 

4. The Unit of Measurement: Where price levels change, it is important 
what kind of dollars one measures with. One can use current dollars, or deflate 
to constant dollars by using an index of the general price level (GNP deflator), 
or of group purchasing power, or of the wage level. 

5. The Period of Time Covered: This is a somewhat different kind of 
dimension, but it is useful and informative, not to say startling, to see what 
difference it makes if one excludes years of war and/or depression. 

As we have noted, saving can be determined either from a balance sheet 
estimate of change in net worth, or by estimating the flow of saving (income 
minus consumption expenditures) or by measuring the flow of investment, 
all three of which, 4 la Keynes, are identical if defined properly. The SEC- 
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Commerce liquid saving estimates are balance-sheet estimates; Commerce 
national income data provide flow estimates of both saving and investment. 
This means that it is possible to compare estimates not only to see what the 
concept, coverage, unit of measurement and period of years used, do to the 
results, but also to see what difference the method of estimation (income flow 
or balance sheet) makes in the results. 

We can summarize the comparisons by saying that differences in concept, 
coverage, unit, and period make dramatic differences in the results, whereas 
the differences in methods of estimation matter very little. Of course the latter 
should not be surprising, since the comparisons are between estimates of total 
saving or major components, and there is a wide area in which all estimators 
end up using the same basic sources of data. Furthermore, they look at one 
another’s results and try to explain discrepancies. It is not easy to compare 
different time series estimates of saving. The long sweeping trends and the 
grand movements during war and depression make for high correlations of 
the levels even where the year-to-year movements do not coincide well. We 
can partially remove this difficulty by comparing year-to-year changes in the 
different estimates. As an example of how little difference it would make 
even to cyclical analysis which of the over-all saving estimates one used, so 
long as the basic concept and unit were not changed, I had the following 
correlations computed: 


CORRELATIONS OF First DIFFERENCES OF Pairs OF SAVING ESTIMATES 


Period of 


Veaes Estimates Correlated Source of Data rt 

1897-1949 | Saving-study saving, and sav- | II-199 Table B-16, Cols i and 2 98 
ing-study investment estimates 

1929-1949 Saving-study and Commerce, | II-181 Table B-11, Col 2 and .88 
using Commerce concept and | Survey of Current Business, July 
1955 revised Commerce data 1955, p. 10, Table 3, line 14 

1933-1949 | Total personal saving; saving- | II-168 Table B-8, Cols 1 and 3 .9 
study and Friend-Natrella 

1933-1949 | Total personal saving; S.E.C. | II-168 Table B-8, Cols 2 and 3 .995 
and Friend-Natrella 

1933-1949 | Total liquid saving (excluding | III-168 Table B-8, Cols4and5 | .996 
gov’t insurance and pensions); 
saving-study and S.E.C. 

1933-1949 | Nonfarm, nonbusiness, nonliq- |} II-158 Table B-3, Col 3, top and .97 
uid saving; saving-study and | bottom 
S.E.C.-Commerce 

1933-1949 | Nonliquid saving of unincorpo- | II-158 Table B-3, Col 4 .89 
rated businesses; saving-study 
and S.E.C.-Commerce 

1933-1949 | Farm, nonliquid saving; saving- | II-158 Table B-3, Col 5 .95 
study and S.E.C.-Commerce 


| | 
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The only striking difference between Goldsmith’s estimates and those made 
by others is that Goldsmith’s estimates are very much higher than any of the 
others for the period 1946-1949, And even here the $15 billion difference in 
nonfarm individuals’ saving is largely due to conceptual differences (II, 165, 
216-20). Goldsmith has estimated and included in saving the following items 
which were exceptionally high in 1946-1949: builders’ profits on new homes, 
$344 billion over the period; dealers’ commisions on sales of homes, $3%o 
billion over the period; growing equity in private pension funds and mutual 
accident and health companies, $4 billion over the period. It seems likely that 
other series will be revised to incorporate these too, and that this will be a 
net improvement, though one could argue that dealers’ commissions on resale 
of houses are a service (a cost of moving) and should not be capitalized into 
the value of the house. 

Even with such careful treatment of the effects of different methods of 
making estimates and such thorough comparisons with other estimates, how- 
ever, one is left with the feeling that real understanding and interpretation, as 
well as assessment of accuracy, depends on something which is not spelled 
out: the basic sources of the data and the procedures by which they were 
gathered. Time after time one tracks the data back only to find that ultimately 
they come from some published estimates, frequently of the Department of 
Commerce, S.E.C., Friend and Natrella, Kuznets, or Nugent.? I have the 
feeling that if we knew more about the really basic sources we should feel 
more confident about the interpretation of analysis based on them. This is 
particularly important for cyclical analysis of the data. 

For instance, major components of saving are built from Commerce esti- 
mates of investments by consumers in new homes, durable goods, and addi- 
tions and improvements to houses, at least for more recent years. Many of 
the durables are estimated by the commodity flow method, which means mak- 
ing estimates of wholesalers’ and retailers’ mark-ups and of changes in in- 
ventories. How well such estimates follow the cyclical variations in these 
things is hard to tell.* Similar problems arise for both durables and cars in 
the case of estimates of the proportion sold to businesses rather than con- 
sumers. With homes, though in recent years “survey checks” have allowed 
more variation in the adjustment, my impression is that the estimates have 
generally assumed little cyclical variation in the relation between building- 
permit values and final sales values, or in the proportion of homes or additions 


* Survey of Current Business, July annual National Income Issue and National Income, 
1954, Suppl. to Survey of Current Business (Washington, 1954) ; I. Friend and V. Natrella, 
Individuals’ Saving: Volume and Composition (New York, 1954); S. Kuznets, Annual 
Estimates of National Product, 1869-1949, Nat. Bur. Econ. Research unpublished manu- 
script (1951); idem, “Long-Term Changes in the National Income of the United States 
of America since 1870,” Income and Wealth Ser. II, S. Kuznets, ed. (Cambridge, Eng. 
and Baltimore, 1952) ; idem, Commodity Flow and Capital Formation (New York, 1938) ; 
idem, National Income and its Composition, 1919-1938 (New York, 1941); idem, National 
Product since 1869 (New York, 1946); idem, Shares of Upper Income Groups in Income 
and Savings (New York, 1953); R. Nugent, Consumer Credit and Economic Stability 
(New York, 1939). 


* National Income, 1954, op. cit., pp. 103-17. 
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built without permits, or in the proportion built in permit-requiring areas. It 
is now generally known that estimates of additions and alterations have been 
seriously low, and new methods of securing data are being considered. For 
these and other data, there is certainly information about basic sources and 
methods in Goldsmith’s mind if not in some of his working papers, and it 
may be crucial for interpretation. It would certainly be unfair to suggest that 
he should have written all this down, particularly since so much of it is 
qualitative and subject to one’s judgment, but I do hope that he will perform 
the additional service of consulting personally with users of the data to help 
them avoid misinterpretations or naive feelings of security or insecurity. 

With sample budget data, which are used rather extensively in this study, 
some comments are made about methods and accuracy, though these would 
have been improved by more intensive contact with those who actually col- 
lected the data. There is also a tendency to assume that where aggregates 
estimated from financial sources or industry reports differ from those from 
sample surveys of consumers, the surveys are in error. See, for example I:215 
where it is concluded that surveys underestimate the stockholdings of in- 
dividuals.* Goldsmith does, however, point out the problem of successive re- 
visions of Commerce data, and adding the 1951 and 1954 revisions would 
make the changes even more disturbing (II, 224). 

There is also a certain lack of statistical sophistication apparent in in- 
terpretation of survey data. Take for example the statement: “Any pro- 
nounced skewness in the universe increases the sampling errors when drawing 
a sample of approximately 3,500 units from a universe of 52 million.”® This 
is likely to mislead people. Does he mean skewness with the same variance? 
Does he really mean kurtosis rather than skewness? Does he realize: (a) that 
the ratio between sample size and population size is almost completely irrelevant 
in most sampling problems? (b) that with extreme kurtosis (a few extreme 
values) one cannot even estimate the sampling error of a sample with tolerable 
accuracy. Many distributions of financial items do have extreme kurtosis. The 
first point deserves explanation since so few people understand it. It is a 
basic fact of sampling from very large populations that the sampling error 
depends on the number of interviews, the variability in the population of the 
thing measured, and the type and amount of clustering and stratification. It 
does not depend to any significant degree on the size of the parent population. 
If we wanted to estimate the average saving-income ratio in New York City, it 
would take just about as large a sample as it would to estimate it for the 
whole United States! Finally, we cannot use the sample size purely as an in- 
dication of reliability, since a stratified sample of 3,000 may be more ac- 
curate than a nonstratified sample of 3,000, and it is possible to have a 
clustered sample of 10,000 that is no more accurate than an unclustered one 
of 2,000. 

Another example is this: “There apparently was a tendency for owners of 
higher-priced homes to value them somewhat higher than the appraiser and 


*For a different conclusion, see J. K. Butters, L. E. Thompson, and L. L. Bollinger, 
Effects of Taxation, Investments by Individuals (Boston, 1953). 


* III, 103, see another reference to the proportion sampled II, 491. 
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for owners of lower valued homes to value them at somewhat less than profes- 
sional appraisals.”* If this meant to infer a response bias in owners’ estimates 
of market value, the inference can only be made if one is willing to assume 
that appraisers’ estimates were considerably more accurate than those of 
the owners. (In many cases the appraisers did not see the inside of the house.) 

What about the accuracy of the resulting estimates? Goldsmith con- 
cludes that the errors for any one year are probably between 10 and 30 
per cent. They we xoldsmith feels, be less for groups of years, and more 
for year-to-year changes.’ It is necessary to add that errors of interpretation 
can easily creep in, if the user is not aware how the data were derived, and 
what other series were used in estimations and interpolations. It is easy to 
get spurious correlations if one, for other reasons, correlates a series with one 
of the other series used to create it. It is also likly that the numerous inter- 
polations tend to dampen short-term movements.* 

In deciding how to handle the data, Goldsmith uses a number of criteria: 
theoretical considerations both from economics (definitions of net worth and 
saving) and from social accounting (necessity for consistent combinations), 
and where there is still uncertainty, considerations as to what definitions and 
treatments are more relevant motivationally.* For instance, inclusion of invest- 
ment in durables in saving is better economics, but which method of deprecia- 
tion is best may depend on what businessmen think of as depreciation. One 
comment on the accuracy of the basic data deserves quotation and emphasis: 
“In view of the importance of unincorporated business enterprises and the 
variety of problems they engender, the present state of our factual quantitative 
knowledge about this sector of the economy can only be described as scandal- 
ous ignorance.””?” 

II. Analysis and Interpretation 

Not much needs to be said about the analysis in Volume I where compari- 
sons seem mostly to involve differences in concepts and coverage, and the 
behavior of series included in some estimates and not in others. In some cases 
comparison of the component series might have been easier to interpret than 
comparisons of totals involving different combinations. One of the most 
interesting findings is that there has been a sharp increase in the proportion 
of personal saving done in illiquid forms. Even more interesting is the share 
of saving in “tied” forms, that is contractual or compulsory, which has also 
increased. 

From the saver’s point of view it reduces freedom of action, particularly 

when income declines. The choice is then between reducing consumption 

by more than otherwise would be the case, or concentrating the entire 
cut in saving on the non-contractual forms, particularly liquid saving." 

* III, 109. For a careful treatment see L. Kish and J. B. Lansing, “Errors in Estimating 
the Value of Homes,” Jour. Am. Stat. Assoc., Sept. 1954, XLIX, 520-38. 

"TI, 124 and II, 222. 

* II, 119, 243, 274, 282, 292; I, 594-95, 598-600, 618, 678. 

* II, 50, 71, 72, 96. 

“II, 127. 

*T, 161. 
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Goldsmith might have added that for many people this would mean using up 
liquid assets. This change in forms and types of saving over time raises ques- 
tions about the interpretation of time series data on saving, and even more 
serious questions about the adequacy of many current theories of saving. 
Many current theories assume that the same motives affect life insurance, 
liquid saving, debt repayment, but often mot expenditures on durables. 

The analysis of cyclical fluctuations in saving makes use of National 
Bureau reference cycles, and compares turning points of the reference cycle 
with those of personal saving, national saving, the saving of main saver 
groups, and the main forms of saving. I’m not at all sure just how to interpret 
this. 

In spite of considerable sophistication about both the problems of national 
income accounting and the necessity for consistent treatment of the data, 
there are a few places where paradoxical results seem to arise, and to be mis- 
interpreted: 

Several of these results arise from the fact that (a) saving is defined in 
most cases to eliminate capital gains and losses, (b) depreciation is computed 
on a replacement cost basis and (c) assets are valued at original cost. This is 
necessary to preserve consistency within any one year, and make sensible 
deflators possible, but in cumulating data over a period of years it leads to 
difficulties. An example may make clear the problem here: Suppose a house 
was bought new for $2,000 in 1898 and sold for $20,000 in 1949 with an 
$18,000 mortgage. There is a $2,000 saving item in 1898 or over subsequent 
years as the mortgage was paid off. Over the period, depreciation at the 
study’s 124 per cent per year on a replacement cost varying from $2,000 to 
$20,000 over 50 years would total something over $9,000, treated as dissaving. 
The 1949 sale would involve an increase in debt to business (bank) of 
$18,000, dissaving, but an increase in assets to seller of $20,000, saving, and a 
decrease in assets of buyer for downpayments of $2,000, dissaving. 


If we add this we have for the consumer sector dissaving of some $7,000. 


Further, if we look at mortgage debt and house value and ask what was the 
net increase in equity on homes (forgetting the cash increase of the seller), 
the debt is $16,000 or $18,000 higher than fifty years previous, leading to a 
tremendous negative net investment in homes. This is clearly absurd and 
leads to conclusions that can easily be misinterpreted: 


Absence of saving, in the social accounting sense, in a type of tangible 
assets which has obviously greatly increased in physical volume is a 
paradox only if the effects of borrowing on equity are ignored. What the 
figures show if both tangible assets and debts are taken into account is 
simply that the growth in the physical stock of houses was financed 
primarily by the saving of the mortgagees and not by the saving of the 
home owners. . . .?? 


In dealing with land the author seems to see the difficulty: 


If land changes hands at increasing prices, as it has during most of the 
period since 1897, mortgage indebtedness incurred for the purchase of 


* II, 383. 
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farm land rather than to finance the acquisition of reproducible tangible 

assets is likely to increase. This increase constitutes a negative component 

of saving, while the rise in value of land underlying the increase in debt 

is not regarded as a positive component, being excluded as a realized or 

unrealized capital gain.** 

Yet a few pages later we find the conclusion that for the period 1897 to 1914: 
“. . . all the new tangible assets in agriculture—and they were of substantial 
proportions—were actually financed by the lenders, both individual and insti- 
tutional.’”"* By neglecting the turnover in ownership and the possibility that 
the sellers were accumulating liquid or other assets, one arrives at possibly 
spurious conclusions. And by cumulating over a period of years data which are 
consistent within years but not between years, as when value is on original 
cost but depreciation is at replacement cost, similar misinterpretations are 
possible. 

Similar problems arise with the separation between unincorporated bus- 
inesses and corporations, since the former turn into the latter after they be- 
come big. They also arise with comparisons between cumulated saving and 
changes in wealth by age groups, where lifetime accumulation curves are 
discussed with too little attention to the problem of turnover in the popula- 
tion: death and inheritance, dissolution and reconstruction of spending units.’® 
I might add that analysis of asset accumulation by age of the family head 
is probably not so revealing as if one used the life cycle, which takes account 
of the timing of marriage and the arrival of children as well.** 

Goldsmith assumes that the data now made available will be interpreted and 
analyzed for inferences about the motivations of savers. Indeed, where other 
criteria don’t apply, definitions are selected which seem most relevant mo- 
tivationally, that is, which measure components of saving in the same way as 
savers are assumed to think about them. On the other hand, his discussion of 
saving motives seems rather superficial, and in one place it seems to be as- 
sumed that what consumers think of as “saving” is important, as though a 
definition motivated people.?7 Many economists will feel that the most im- 
portant consequence of Goldsmith’s method is that it provides estimates of 
the components of saving, and of the saving of different groups in the econ- 
omy. It is tempting to hope that more productive inferences as to motivation, 
and hence better predictions, can be made if we analyze separately the saving 
of major groups of savers, and even their saving in different forms. Here a 
serious warning is in order. 


* TI, 94. 

* TT, 100. 

*T, 214, ff. 

*J. B. Lansing and J. N. Morgan, “Consumer Finances over the Life Cycle,” in 
Consumer Behavior, Vol. II, L. Clark, ed. (New York, 1955); D. Monroe, M. Y. Pennell, 
M. R. Press, and G. S. Depuy, Family Spending and Saving as Related to Age of Wife 
and Age and Number of Children. Dept. Agric. Misc. Pub. 489 (Washington, 1942). Newer, 
more detailed data on home ownership and quality of housing is now available in the 
Aug. 1955 Fed. Res. Bull, report on the 1955 Survey of Consumer Finances, “Housing 
Arrangements of Consumers.” 

T, 16-19; II, 12. 
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Even apart from the problem of the basic data, which we have already 
mentioned, there is a problem arising from the method of estimating the 
saving of subgroups. The basic method involves estimating aggregate saving 
in each major form, e.g., liquid saving, and then deducting in this order the 
liquid saving of governments, corporations, farmers, and unincorporated bus- 
inesses, to estimate the liquid saving of nonfarm individuals. The determina- 
tion of the parts attributable to corporations and government is frequently 
quite reliable. Indeed, sometimes the basic data come already so separated. 
But the separation of total personal saving into three parts: farm, unincor- 
porated business, and nonfarm individuals, is a far more treacherous opera- 
tion. It frequently involves crude bench-mark estimates and interpolations for 
intervening years. The farmers’ share of some components is estimated on 
the basis of an estimate of their share in the national income. What is the 
interpretation of a farmers’ marginal propensity to save estimated from these 
data? Real differences may well be masked. 

Nonfarm individuals’ saving is a residual after deductions for farmers and 
unincorporated businesses, many of which are smooth interpolations, yet 
many an economist will be tempted to look at the differences in saving be- 
havior between individuals and unincorporated businesses. If he does not 
find such differences, he may not realize that the lack of an adequate method 
or data for separating the pieces led to the use of procedures that make them 
look alike in their behavior. As a small test, I have correlated the first 
differences (year-to-year changes) in saving of unincorporated businesses with 
those of nonfarm individuals and with those of corporations. In spite of the 
crudeness of the division between individuals and unincorporated businesses, 
changes in nonfarm individual saving correlated only .30 with changes in 
unincorporated business saving, whereas the latter correlates .43 with changes 
in corporate saving. Hence it is quite possible that really different conclusions 
about saving might be arrived at by investigating separately the saving of 
nonfarm individuals, unincorporated businesses, and corporations as estimated 
by Goldsmith.* 


ILI. The Special Studies 


Volume III consists of a series of special studies. Part I is one on National 
Balance Sheets and National Wealth Statements, 1896 to 1949, by Raymond 
Goldsmith. Since these are basic data upon which the whole study hinged, no 
comment is required on them. 

Part II is a study of Family Saving, 1888 to 1950, by Dorothy Brady. This 
reviewer must confess to an uneasy feeling that he does not quite understand 
what the section was all about. It starts out with an attempt to state a simple 
theory of saving: 

To the extent that the amount saved is connected with income, occupa- 

tion, and size of family, the chance variations in these factors that take 

place in a given year may prove to be the most adequate explanation of 
the level and distribution of saving among the various classes in the 

population. Living standards are determined by custom and imitation. A 


* I, 370, Cols 3, 5, and 6. 
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family’s expenditures are fixed, by and large, by the social and economic 
class of which the family is a part, and the consumption level of a class 
is determined by its income experience over some fairly long period of 
time. The individual family alters its level of expenditures as the group 
standards change and its saving in a particular year will depend upon the 
relation of current income to the standard expenditures. Saving depends 
on the divergence between current income and expenditures which change 
with long-run variations in income and other factors and is thus closely 
related to the short-run random variation in these factors.’® 


This rather vague theory is supported by a number of pieces of evidence: The 
distribution of savers and dissavers could result from pure chance. The dis- 
tribution of the amounts of surpluses or deficits seems to be exponential. Ex- 
penditures of groups seem to vary with the average income level of the local 
community. (How do we know this was not the result of differences in the 
cost of living?) Finally, there is a “tendency for the relative shares of in- 
come allocated to various categories of income and expenditures to fluctuate 
around constant percentages. . . .” How these support the theory I am not 
sure, and the manipulations on pages 153-56 deserve to become a classic 
student example of “hypothesis testing.” 

A series of appendices compare various survey and aggregate saving data 
and relate the survey saving data to income, age, family size, and occupation. 
Data from various surveys are used with no adequate description of the 
differences in procedures that might account for different results—and some 
of these differences are substantial. Comparisons with aggregate data are made 
in a rather casual way, unlike the more elaborate and yet highly tenuous and 
inconclusive comparisons made by Friend and Natrella.2” When simple de- 
flation “fails to produce a complete explanation of the differences among the 
saving patterns for all survey dates,” the author suggests that this may result 
from “fundamental and systematic errors in the measurement of the price 
level over the period of sixty years.”** In view of the changes both in the 
economy and in the survey methods I should have been surprised if the 
patterns of saving Aad looked the same. 

In a number of places the handling of the data is difficult to follow, and 
seems inappropriate if I understand what was done. At one place the author 
suggests that “the hyperbolic form of saving in relation to family size, income 
being constant, is clearly indicated in Tables H-32 to H-35.’”** But when one 
looks at the tables it appears that the pattern often reverses direction, i.e., 
total expenditures actually decrease within many income groups as size of 
family increases to five and beyond. There follows immediately in the text a 
statement which, like a number of others, I have difficulty understanding: 
“Graphic smoothing of the data for saving and family size suggests that 
intercepts equal to the income are not unreasonable, a fact that justifies 
treating saving in this relation as a residual.’’** 


TI, 140. 
Op. cit. 
III, 187. 
=TII, 203. 
TIT, 203. 
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In analyzing saving by occupation, the author finds little or no relation, 
but proceeds to discuss “waves” in the saving-income relation within occupa- 
tion groups. She then fits logarithmic regressions of saving on income for 
segments of the income range within occupation groups, and presents a test 
of the constancy of the regression ratios which I cannot understand, and of 
which I am suspicious since it produces a finding that regression ratios which 
vary from .32 to .77 are uniform in magnitude. 

Up to this point, most of the section seems to be an attempt to provide 
support for a hypothesis, originally advanced by Friedman and Kuznets, that 
consumption depends on permanent income, i.e., is unaffected by short-run 
changes in income.** My own reaction is that this is too simple a theory, 
particularly if it ignores reference group and real income effects, effects of 
attitudes on saving behavior, and the varying income elasticities of different 
forms of saving and spending, e.g., mortgage payments, and expenditures on 
durables. It is of course useful to focus attention on the fact that income of a 
family in a cross section survey may not represent its income in a normal year. 
In her last appendix, Dorothy Brady herself apparently decides that saving 
may not be just a residual: “Saving to some extent must be determined inde- 
pendently of the consumption level, for given sufficient resources all families 
make some provision for the future.’’** In this appendix, the author breaks 
down the components of saving into changes in assets, changes in liabilities, 
and investments, while I should have preferred contractual saving, semicon- 
tractual saving, and discretionary or volatile items, particularly since this 
latter division could also be applied to expenditure detail. 

One real service of this section is the presentation of tables which weigh 
and combine data from the 1935-36 Consumer Purchases Survey to provide 
national estimates. On the other hand, in spite of several complaints of inade- 
quate detail in the data, special tabulations could have been made particularly 
from the Surveys of Consumer Finances, which would have resolved issues 
left in doubt. 

Horst Mendershausen’s section (Part III) on the Pattern of Estate Tax 
Wealth is an excellent example of clear presentation of the results of a sta- 
tistical analysis, an analysis which, given the limitations of the data, seems 
quite good. Some detailed tabulations by age for 1944 taxable estates never 
before published are presented, prepared by the Bureau of Internal Revenue 
specially for this study. 

The method of analysis is roughly this: Taking estates according to age 
of the deceased, and estimating the mortality rates by age for those with 
taxable estates, one can estimate the total estates by age group for those who 
lived as well as those who died. This will give age and size distributions for 
total wealth in estates large enough to be subject to estate taxes, not of total 
wealth, of course. 

As to the findings, they are difficult to interpret because of the substantial 
difficulties arising from splitting of estates within families, changing exemp- 


™*M. Friedman and S. Kuznets, Income from Independent Professional Practice (New 
York, 1945), pp. 325-28 and passim. The theory is further developed in an unpublished 
manuscript by M. Friedman, Theory of the Consumption Function. 


* TII, 255. 
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tion limits over time, changing price levels, possible understatement of values, 
gifts inter vivos, and the problem of estimating age-specific death rates for 
people with taxable estates. The estimates of aggregates (and hence distribu- 
tions of amounts) are very sensitive to variations in the assumed death 
rates.2* The one finding which while not surprising does seem solid as con- 
firmation, is that tax-exempt government bonds are concentrated in the very 
largest estates: 


The top 100,000 wealth units, held about $71 billion of gross estate, $65 
billion of economic estate. They comprised the top 11.5 percent of all 
wealth units and held 48 percent of the aggregate gross and economic 
estate, but about 90 percent of all wholly tax exempt federal bonds and 
state and municipal bonds.*’ 


There are a few bobbles. Mendershausen compares the distributions of age 
at death for those filing tax returns and the general population, and finding the 
former older on the average concludes: “This difference in age distribution 
reflects the lower mortality in the higher wealth brackets of the population 
up to the highest age groups, or the greater longevity of the well-to-do.”** Now 
of course the conclusion is true, and he has other data to show it, but it does 
not follow from these particular data. You have to be older to accumulate an 
estate, so the living population of those with taxable estates is also older, 
hence the average age at death will also be higher. By the same logic one 
could prove that people who do not go to college live longer, since there 
are more people in the upper age groups who never went to college, and 
the average age at death will therefore be higher for that group.”* A similar 
misinterpretation is made on male-female differences, since women generally 
acquire estates later than men.*® Some sampling errors of average amounts of 
wealth are presented, with no statement of how they were estimated beyond 
the fact that they did not allow for sampling error in the mortality rates that 
were used.** There is some doubt that usual sampling theory applies here, 
hence some discussion would be in order. 

The only serious statistical error, and one which is only too common 
among researchers, is in the interpretation of correlations between means of 
grouped data. Using age and estate-size groups to explain holdings of par- 
ticular types of assets, Mendershausen sees the minor difficulty arising from 
the fact that the particular types are part of the total estate, but misses the 
more important problem of interpretation of correlations of this sort. To take a 
simple example, it is quite possible for the mean values for the dependent 
variable as grouped to fall on a straight line, giving a correlation of almost 1.0 


* TIT, 336. 

* TIT, 375. 

* TIT, 296. 

*See Fed. Res. Bull., Sept. 1953, Suppl., Table 6 of the article “Net Worth of Con- 
sumers,” which shows the proportion within each age group with a net worth of $25,000 
or more, using a minimal estimate of net worth. 

"III, 298. 

"III, 346, 378. 
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when there is substantial variability of the original data not explained by the 
explanatory variables used. In other words, one can get a reasonably unbiased 
estimate of the regression ratio in most cases using grouped data, but the 
square of the correlation coefficient does not tell one anything about how 
much of the variance has been explained. What it does tell is how much of 
the variance of group means has been explained. This latter will depend on the 
number of means (of groups) since more groups can account for more of the 
basic variance. The more the means explain, the less the explanatory variables 
will probably be able to explain of the variation among the means. Hence it is 
quite likely that the correlation coefficients will be higher the fewer the number 
of groups used, even adjusting for degrees of freedom.** Put another way, the 
total variance in a set of data can be partitioned into the variance between 
group means, and the variance of the individual items around the mean of 
their group. Using other variables in a correlation to explain the variation of 
the group means can only give some idea of how much of the basic variation 
these variables would explain in the case where there are so many small 
subgroups that their means account for nearly all the total variance. Hence 
it is quite misleading to say: ‘Together, the variations of age and of the 
amount of gross estate explain about 50 to 80 percent of the variance in the 
holdings of the four kinds of assets.’’** 

In Part IV of Volume II Raymond Goldsmith turns to the old game of 
trying out different saving functions, using different periods, aggregate or 
per capita, current or deflated, personal or national, and variant concepts of 
saving and forms of the function. The findings are that one cannot pick one 
which is clearly the best formula, and that the basic data and the choice of 
period of years have more influence than anything else on the results, and 
that the best fits are for undeflated values during periods of violent swings.** 

The author’s final conclusion deserves repeating: 


It is my surmise that the reward of applying econometric analysis to 
historical saving data (in the sense of discovering significant relationships 
which could hardly be suggested or verified by elementary methods) will 
come when it is directed towards time series for groups of savers and 
towards forms of saving and combinations of them rather than applied, 
as has been done up to now, only to national or total personal saving.** 


My only qualification to this conclusion arises from my concern about the 
effects of the methods used to split aggregates into those attributable to 
groups, particularly farmers, unincorporated businesses, and individuals, on 
the results. Certainly an analysis of saving of various types would appear to 
be in order. 

We are now being given substantial bodies of new data all the time. In 
the last few years we have seen Kuznets’ study of shares of upper income 


“ For empirical confirmation of this see C. E. Gehlke and K. Biehl, “Certain Effects of 
Grouping upon the Size of the Correlation Coefficient in Census Tract Material,” Pro- 
ceedings of the Am. Stat. Assoc., Mar. 1934 Suppl., XXIV, 169-7( 


"III, 366. 
“TIT, 416. 
* III, 417, 418. 
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groups in income and saving, Friend and Natrella’s work on individuals’ 
saving, the three-volume Goldsmith work being considered here, Leontief et 
al, studies in structure of the American economy, Selma Goldsmith’s reworking 
of income distribution data in the Survey of Current Business supplement, 
analyses of cross-section data in volumes by Prais and Houthakker; Klein, 
Katona, Lansing, and myself; Wold and Jureen; and a growing number of 
monographs. I am reminded of Richard Ruggles’ warning: “The plethora of 
data flooding the shelves and filing cabinets of economists is not necessarily a 
good omen of progress; it could mean that economics is heading for a statisti- 
cal chaos wherein all data are internally inconsistent over time and incompa- 
rable with each other. Each economist, through proper selection, could then 
prove his own hypothesis and disprove those of his colleagues.’’** 
Fortunately, publishers of data are becoming more specific about their 
original sources and manipulations, and readers are becoming more sophisti- 
cated. My own feeling, however, is that there are a substantial number of the 
basic sources of data used by many people in many combinations that have 
never been adequately checked, and where users unfamiliar with the methods 
of collecting the data can be badly misled. It is to be hoped that users of Gold- 
smith’s data will not only read carefully his published explanations, and the 
sources he cites, but will check with Raymond Goldsmith himself, since he 
almost certainly knows more about the data than he could put on paper. 


* “Methodological Developments,” in Survey of Contemporary Economics, B. F. Haley, 
ed. (Homewood, TIl., 1952), p. 422. 
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AGGREGATE ECONOMETRIC MODELS 
A Review Article 


By Cart F. Curist* 


This article is a review of Klein and Goldberger’s recent contribution’ to 
the series of aggregate econometric models of the U. S. economy that have 
followed in the footsteps of Tinbergen.* Section I describes the general nature 
of such models. Section II briefly compares five of them with respect to the 
kinds of equations they use. Section III examines the main equations of the 
two Klein-Goldberger models in some detail. Section IV discusses the relative 
merits of the least-squares and limited-information methods of estimating 
economic parameters, and discusses the merits and consequences of experi- 
menting with estimates of different forms of each equation before choosing 
among them. Section V discusses the predicting ability of the Klein-Gold- 
berger models. Section VI is a brief conclusion. 


I. Nature of Aggregate Econometric Models 


The aggregate econometric model grew out of a blend of several different 
streams of work. One of these is the mathematical economics stream springing 
from Walras, according to which the economy can be represented by a system 
of simultaneous equations. Another, or perhaps part of the first, is the work 
of Frisch and others in the theory of economic dynamics. Others are: The 
stream of work in statistical inference associated with Pearson and his succes- 
sors, from which we learn how to estimate the values of unknown parameters 
with the aid of a priori assumptions and observed data; the development by 
King, Kuznets and others of numerical estimates of national income and 
expenditure and their components, in real as well as money terms; and the 
formulation of economic theories that deal in aggregates such as income, 
consumption, and investment, along the lines pursued by Kahin and Keynes in 
the ’thirties. All of these streams are evident in Tinbergen’s pioneering work, 
and in later models as well. 

The general character of these models may be briefly described thus: There 
is a system of N equations, each equation representing some important sector 
or feature of the economy. Some of the equations are definitions (sometimes 


* The author is associate professor of economics at the University of Chicago. Helpful 
comments were made by Albert Rees and Arnold C. Harberger. 

1An Econometric Model of the United States 1929-1952, by Lawrence R. Klein and 
Arthur S. Goldberger. (Amsterdam: North-Holland Pub. Co. 1955. Pp. xv, 165. $4.50.) 
All subsequent page references not otherwise identified are to this volume. 

? Statistical Testing of Business Cycle Theories, Il. Business Cycles in the United States 
of America 1919-1932 (Geneva, 1939.) 
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called identities) of the type found in national accounting. These are supposed 
to hold exactly in every time-period, and they contain no unknown magni- 
tudes. Examples are “consumption plus investment plus government expendi- 
ture plus net exports equals national expenditure,” and “average money wage 
rate times quantity of labor input equals total money wage bill.” 

The remaining equations, i.e., those other than the definitions, are supposed 
to hold only approximately, and their errors are assumed to be small and 
randomly determined. An example is “consumption equals a constant propor- 
tion of disposable income, plus another constant, plus a random disturbance.” 
The supposition that the disturbances are random rather than systematic is 
highly convenient for the purpose of estimating the values of the constants 
statistically. It is sometimes justifiable even if the disturbances contain system- 
atic parts, for if those parts are numerous and small and independent of 
each other, then their sum behaves approximately as if it were random. Thus 
in formulating a model of this type, one hopes to include in each equation 
explicitly all the important systematic influences that bear upon it, so that 
the only systematic components contained in the disturbance will be small 
ones. 

Equations containing random disturbances are called stochastic equations, 
since in statistics “stochastic” means randomly determined. Some of the 
stochastic equations refer to the behavior of an important group in the 
economy, such as consumers, investors, holders of money, etc. Some refer to 
technological or institutional restraints such as production functions, tax laws, 
etc. And some refer to the adjustment process that occurs when there is a 
disequilibrium in a particular market, such as for labor, money to hold, goods, 
etc. These four types of equations (definitional, behavior, restraint, and ad- 
justment) are called structural equations, for each is supposed to describe 
some more or less well-defined part of the structure of the economy. 

The equations contain variables and parameters; the latter are supposed to 
be constant in value. Since there are more variables than equations, the system 
cannot determine the values of all the variables. Some of the variables are 
supposed to be determined by forces completely outside the system, and their 
values given. These are called exogenous variables. Examples are weather 
(which is hardly ever used in a model), government policy variables, foreign 
demands, etc. The other variables, whose values are determined by the system 
when the values of the parameters and exogenous variables and disturbances 
are given, are called endogenous. There must be NW of them, i.e. the same 
number as the number of equations, if the system is to be complete. The 
system may specify that the endogenous variables of the current period are 
affected not only by exogenous variables, but also by lagged endogenous 
variables, i.e., values of the endogenous variables determined by the operation 
of the system in previous periods. It is often useful to distinguish the current 
endogenous variables from the group of exogenous and lagged endogenous 
variables. Accordingly the former group is known as predetermined variables. 
(Note that it is unnecessary to distinguish current and lagged exogenous 
variables, for both are determined outside the system.) 

Any system containing lagged endogenous variables has a dynamic charac- 
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ter, for the current endogenous variables then depend not only on the param- 
eters, exogenous variables, and disturbances, but also on the past history of 
the system. Simple systems containing lags can generate cycles and/or long- 
term growth or decline, even with no changes in the parameters or exogenous 
variables or disturbances. Another device for making a system dynamic is 
to use cumulated variables, such as capital stock as the sum of net investments 
in the past, etc.® 

Suppose that now we solve the system for the NV current endogenous vari- 
ables, expressing each in terms of the parameters, predetermined variables, and 
disturbances.* The result is called the reduced form of the system. Its param- 
eters depend on the parameters of the original system of structural equa- 
tions. It can be used to make forecasts of future values of the current endoge- 
nous variables if the values of its parameters and the predetermined variables 
are known or estimated in advance. 

There has been much interest in the dynamic properties of such models: 
under what circumstances does one find cycles, growth, etc? To examine these 
dynamic properties it is useful to eliminate algebraically from each reduced- 
form equation the lagged values of all endogenous variables other than the one 
explained by that equation. The results so obtained have been called final 
equations by Tinbergen.* Each final equation is essentially a difference equa- 
tion in one endogenous variable, expressing the current value of that variable 
as a function of a number of its lagged values, and of parameters and exog- 
enous variables and disturbances. If the latter three are held constant and 


if the required number of consecutive values of an endogenous variable are 
given, say %1, %2, Xs, in the case of a final equation with three lags, then from 


* Another way to dynamize a system is to introduce year-to-year changes in its varia- 
bles, instead of lags. This is formally equivalent to using lags, as we can quickly see. Let 
the symbol x; stand for the value of x in period t, and x:-1, x:-2, etc., for values of x lagged 
one period, two periods, etc., and Ax, for the change of x between periods t—1 and ¢. 
Then by definition 

Ax; = — 
This is called the first difference of x:. The second-order difference is the first difference 
of first differences, 
A’x; = Age — Aden = 224-1 + Xe-2 


By these and similar equations, a difference of any order can be expressed in terms of x 
and lags up to that same order. Similarly, a lag of any order can be expressed in terms of 
x and differences up to that same order. One may use derivatives with respect to time 
instead of differences, i.e., dx/dt, d’x/dt?, etc. Both differences and derivatives express 
rates of change over time, the former as averages during whole periods, and the latter 
instantaneously. Fluctuations and growth can be generated by either, the former yielding 
small jumps once per period, and the latter yielding continuous change, Econometric 
models so far have generally used differences instead of derivatives. Cumulating is the 
reverse of taking differences, just as integration is the reverse of taking derivatives, for if 
Ax is the first difference of x, then x is the cumulation of Ax. 

*If the system has a determinate solution, this can always be done in principle, though 
it becomes unwieldy if the system is large and nonlinear. 

* Op. cit., p. 130. In principle, if the system is determinate, the final equations can always 
be obtained algebraically from the reduced form, but it is cumbersome if the reduced form 
is nonlinear. 
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these the final equation determines the next value, x,; and on the basis of 
%2, X3, X, it determines x;; and so on indefinitely. The time-path of x; gen- 
erated in this way is called the solution of the final equation, and it can be 
examined to see under what conditions it contains cycles, growth, decline, 
etc. 

Much of the literature on the mathematical theory of economic dynamics is 
devoted to this kind of inquiry, and in particular to the question of what the 
system’s time-path is like in its later stages, after the short-lived effects of the 
initial situation have died away. It should be remembered, however, that in 
reality the exogenous variables do not stay constant. Hence a system never 
reaches the later stages of a time-path because exogenous changes set it off 
on a new time-path from a new initial situation almost every year. Hence it 
is at least as important to study the first two or three years of a time-path as 
to study its later stages. Klein and Goldberger recognize this when they esti- 
mate a one-year and a two-year multiplier for their models (pp. 85, 111-14). 

So far nothing has been said about how one attaches numerical values to 
the unknown and supposedly constant parameters of the structural equa- 
tions. They are estimated by fitting the equations to data giving the values of 
the current endogenous and predetermined variables in several time periods. 
If the equations were perfectly correct and the data contained no errors 
of measurement, of course the fit would be perfect and one could find the 
values of the parameters exactly.* In reality, the equations are approximately 
correct at best, and the data do contain errors, so that one never finds an 
exact fit. 


II. A Comparison of Five Models 


Let us now compare several large econometric models of the U.S. economy. 
By “large” I mean “having a relatively large number of equations,” say a 
dozen or more. I have chosen the following five, all based on annual data 
beginning some time between the first and second world wars: Tinbergen’s 
original model,’ Klein’s model III,* my model,® and Klein and Goldberger’s 
models 1 and 2.%° All of these models are nonlinear in variables. Tinbergen’s 
model is linear except for the use of certain “threshold” variables, i.e., vari- 
ables assumed to have no effect at all unless they exceed a certain minimum 
level.‘ Even equations of the form “price times quantity equals value” are 


* Except for any parameters that are not identified. For a good introductory exposition 
of this problem see T. C. Koopmans, “Identification Problems in Economic Model Con- 
struction,” Econometrica, Apr. 1949, XVII, 125-44. 

* Op. cit., esp. pp. 196-97. 

*L. R. Klein, Economic Fluctuations in the United States 1921-1941 (New York, 1950), 
esp. pp. 108-13. 

°C. F. Christ, “A Test of an Econometric Model for the United States 1921-1947,” in 
Universities-National Bureau Committee, Conference on Business Cycles (New York, 
1951), esp. pp. 72-77. 

* Esp. pp. 51-53, 90-92. 

* Op. cit., pp. 97-98, 108. 
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linearized.'* The other four models are linear except for the use of certain 
compound variables involving the use of products and/or quotients of other 
variables in the system, such as price ratios and deflated variables. All the 
models are dynamic, using lagged variables and cumulated variables. The first 
two models cover the interwar period only, and the latter three extend as well 
into the period following the second world war. The number of years covered 
varies from 14 to 22. The number of equations varies from 14 to 20, except 
that Tinbergen used 48 equations. Some of the important individual charac- 
teristics of the five models are described in Table I. 

Tinbergen’s model is distinguished by its large number of equations and 
endogenous variables. Most of the differences in size between Tinbergen’s 
and the others is due to two things. First, he has a fairly detailed financial 
sector (note, however, that taxes and government expenditures do not appear 
except through their effect on the financial variables). Second, he treats the 
major expenditure items in both current dollars and deflated terms, introduc- 
ing a price-level variable for each and an identity of the form “price times 
quantity equals value.” 

Klein’s model III sets the pattern for the other models discussed here. It 
deals mainly with deflated variables, though the general price level enters (so 
does the rent index, but this and the equations and other variables belonging 
to the housing market are dropped from some later models). It has consump- 
tion and investment equations on the final demand side, with government ex- 
penditure exogenous. Tax receipts are also exogenous. It has a demand-for- 
labor equation on the factor-demand side. It has adjustment equations for the 
interest rate, the rent index, and total output. The output-adjustment equa- 
tion says that changes in output occur in response to unintended inventory 
changes, as measured by the error made by the inventory-demand equation. 
The output-adjustment equation proved unworkable and was dropped from 
later models. 

My model was obtained by testing Klein’s model III against data of two 
postwar years, retaining equations that described those data satisfactorily, 
and revising or replacing the ones that did not. It contains essentially the 
same kinds of equations as Klein’s model III, except that it has a production- 
function instead of an output-adjustment equation, and it contains a wage- 
adjustment equation and employment and the money wage rate." 


% This is done by expressing each variable, say ~, as the sum of its average value > over 
the period in question plus its } deviation Ap from a average, p = =p + + Ap. Then pq = v be- 
comes (p + Ap) (q+ 4g) = 0 + Av, or pAg + gAp = Av + v — pq, neglecting the small 
term ApAg. Here Ap, Ag, and Av are the variables, and ?, @ and v — pq are the pa- 
rameters. 

™ See the preceding note. I shall argue below at the end of Section III that this is the 
only conceptually correct approach. 

“ Klein’s model III contains two equations describing the demand for active and idle 
cash balances. I dropped these two equations and the two cash-balances variables, because 
the variables appear nowhere else in Klein’s model, and could be regarded as exogenous if 
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Tastre I.—A Comparison OF FivE AGGREGATE MopELs 


disposable income 

wage income 

price level 

interest rate 

rent level 

capital stock 

2 money stock compo- 
nents 

% vacant housing 


excise taxes 
capital goods prices 
excess reserves 


Stochastic 
Equations 
Years a| Definitions; Endogenous Variables tee Dynamic Features 
Meth! Total Variables y 
Equations 
Tinber- | 1919-32 LS 42 4 consumption variables | exports and imports | lags up to 4 years 
gen 6 (2 farm, 2 nonfarm) building costs cumulated profits 
4 investment components} required reserves cumulated invest- 
48 § output variables 5 financial stocks ment 
11 income components 3 financial flows 
11 price variables agricultural supply 
13 stocks (2 real, 11 finan- 
cial) 
Klein 1922-41 LS 12 consumption government expendi- | lags of 1 and 2 years 
Il and 3 4 net investment compo- ture cumulated invest- 
LI -— nents taxes plus corp. sav- ment 
15 private output ing 


1922-47 
(not incl. 
1942-45) 


Christ 


LS 
LI 


consumption 

4 net investment compo- 
nents 

private output 

private employment 

disposable income 

wage income 

price level 

wage rate 

interest rate 

rent level 

capital stock 


government expendi- 


ture 
taxes plus corp. sav- 
ing 
excise taxes 
capital goods prices 
money stock 


lags of 1 and 2 years 
cumulated invest- 
ment 


Klein- 1929-50 |} LI 14 
Gold ber-} (not incl. 5 
ger 1942-45) _ 

1 19 
Klein- 1929-52 LI 15 
Goldber- | (not incl. 5 
ger 1942-45) _ 

2 20 


consumption 
oss investment 
epreciation 

imports 

corporate saving 

private employees 

national income and 4 
components 

price level 

wage level 

2 interest rates 

capital stock 

2 liquid assets components 

corporate surplus 


government expendi 
ture 

4 components of di- 
rect taxes 

indirect taxes 

import prices 

excess reserves 

5 population and la- 

or force variables 
weekly hours 


lags of 1, 2, 3, and 5 
years 

cumulated invest- 
ment 

cumulated corp. sav- 
ing 


farm price level 
other variables same as 
model 1 


same as model 1 


same as model 1 


® Estimation methods: LS, least-squares; LI, limited-information. 


The Klein and Goldberger models 1 and 2 can be discussed together, for 
they are essentially alike.** On the demand side there are equations for con- 
sumption, gross investment, and imports. There are a production-function, a 
demand-for-labor equation, a wage-rate-adjustment equation, a corporate- 
saving equation, and an equation describing the relation of corporate profits to 
property income. There is a depreciation equation, for which Klein and 
Goldberger have constructed estimates of depreciation at replacement cost in 

* Model 2, in addition to being fitted to a slightly longer series of data, has an addi- 


tional equation to explain an additional variable, the farm price level. There are other 
small changes; see pp. 89-90. 
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deflated terms. There is a pair of equations for long and short-term interest 
rates, another pair for liquid asset holdings of households and firms, a farm 
income equation, and (in model 2 only) a farm-price equation. There are five 
definitions, giving capital stock as cumulated net investment; corporate sur- 
plus as cumulated undistributed profits; gross national product as the sum 
of final expenditures; national income as the sum of incomes of farmers, non- 
farm wage and salary earners, and all others; and wage and salary income 
as the hourly wage rate times employment in man-hours. 


Ill. The Klein-Goldberger Models 


Let us now examine more closely some of the equations in the Klein- 
Goldberger models. Unless otherwise stated, the same equation was fitted to 
both 1929-50 and 1929-52 (omitting the war years 1942-45 in each case). The 
numbering of equations below does not correspond to that in the book. 

(1) The consumption function contains three disposable income variables, 
which I shall call farm, labor, and property incomes.** It also contains lagged 
consumption, household liquid asset holdings at the start of the year, and 
population. All coefficients are statistically significantly different from zero by 
the usual ¢-test at the 214 per cent level of significance," except the liquid 
assets coefficient for 1929-50. No slope coefficient changes much when the 
years 1951-52 are added to the sample in fitting model 2, except that the 
liquid assets coefficient increases and the coefficient of the population variable 
declines. The fits to the data are very good, no residual in either sample 
period being as great as 2 billion 1939 dollars and most being less than $1 
billion. The percentage errors are all less than 2 per cent. 

The three income variables are quite highly correlated with each other, 
and hence it would be impossible to discover accurately the separate effect 
of each on total consumption if one used only time-series estimation methods. 
The authors avoid this difficulty by the ingenious device of obtaining from 
multivariate cross-section analyses the ratios among the three marginal pro- 
pensities to consume, then obtaining the value of one propensity as a sort of 
numeraire from the time-series data, and then obtaining the values of the 
other two propensities from the ratios. The cross-section studies used were 
based on the postwar Surveys of Consumer Finances.** The short-run and 


**Farm income includes essentially the income of corporate and unincorporated farm 
enterprise. Labor income includes essentially wages and salaries and supplements. Prop- 
erty income is the remaining part of national income. The disposable income com- 
ponents were obtained from Commerce Department national income figures by allocating 
taxes and transfers among the three groups; see L. Frame and L. R. Klein, “The Estima- 
tion of Disposable Income by Distributive Shares,” Rev. Econ. and Stat., Nov. 1953, 
XXXV, 333-37. It would have been preferable to impute wages to individual proprietors, 
and thus allocate part of unincorporated enterprise income to labor and only the residual 
to property. 

* Here and in further references to the t-test of significance of coefficients, I use a one- 
tail test because the algebraic sign of the coefficient is presumed to be known if it is not 
zero. For a criticism, see Section IV. 

* See L. R. Klein “Statistical Estimation of Economic Relations from Survey Data,” in 
L. R. Klein, ed., Contributions of Survey Methods to Economics (New York, 1954). 
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long-run marginal propensities to consume they obtain for 1929-52 are:** 
farm income, .34 and .46; property income, .41 and .55; labor income, .55 
and .74., 

I believe that these estimates overstate the difference between labor income 
receivers and the other two groups, on the following grounds: Labor incomes 
are less variable than others. Hence among the highest labor incomes in a 
given year there will be a smaller proportion of incomes that are unusually 
high than in the cases of farm and property incomes. And similarly, among 
the lowest labor incomes in a given year there will be a smaller proportion 
of unusually low incomes than in the cases of farm and property incomes. 
Hence the consumption of the best-paid laborers in a given year will give a 
relatively good picture of the consumption of laborers who are accustomed 
to that income-bracket, while the consumption of the best-remunerated farm- 
ers and property-income receivers will give a relatively poor picture (too low) 
of the consumption of such people who are accustomed to that income bracket. 
A symmetrical result holds for the low-income people in each of the three 
groups. Therefore the cross-section estimate of the marginal propensity to 
consume is a more serious underestimate for farmers and property-income 
receivers than for wage and salary earners. Hence Klein and Goldberger’s 
ratios show too great a difference between labor income and other income. 

(2) The gross private domestic investment equation relies mainly on a 
“profit” variable, lagged disposable property income (gross of depreciation 
allowances). It also contains capital stock and business liquid assets at the 
start of the year. The authors say that they tried fitting equations including 
the interest rate as a variable, but that they finally omitted it because in all 
their attempts its coefficient turned out to be not significantly different from 
zero, and positive—suggesting that high interest rates stimulate investment (pp. 
67-68). The profit variable’s coefficient is statistically significantly different 
from zero for both 1929-50 and 1929-52 at the 1 per cent level and beyond, 
but the other variables’ coefficients are not at the 5 per cent level, though 
they have the expected algebraic signs. Only the capital coefficient is much 
affected by adding 1951-52 to the sample; it becomes less important. 

Like the other investment equations known to me, this one makes large 
errors in 1938 and 1949, when it overestimates investment by 4.9 and 5.6 
billion 1939 dollars respectively.”° It also makes a substantial overestimate in 
1932 ($4.5 billion) and substantial underestimates in 1929, 1950, and 1951 
($4.1, $3.5, and $3.6 billion respectively).7* These errors can be put in per- 
spective by noting that they amount to between 13 and 80 per cent of actual 
gross investment in the respective years. An examination of the authors’ 
graphs of their data** strongly suggests that the current rather than the 
lagged value of their profit variable (disposable property income gross of 

* See p. 90 for the short-run propensities. The long-run propensities are obtained by 
setting lagged consumption equal to current consumption and solving for the latter, as 
explained on pp. 62-64. 

* These errors are for the revised (1929-52) version. The 1929-50 version’s errors are 
$5.4 and $3.8 billion respectively. See pp. 156-59. 

** Again these errors are for the revised version; the 1929-50 version makes similar errors. 

* Pp. 94. These graphs, showing the movements over time of each term in each equation, 
are very helpful. 
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depreciation) would serve much better in explaining investment, for the 
current value of the profit variable coincides with investment in peaks and 
troughs quite well in 1929, 1932-33, 1937, and 1938, and fairly well after the 
war, while the lagged value misses the major turning points by a year. The 
authors state (p. 67) that they used the lagged value because they did not 
find reasonable estimates of equations containing both current and lagged 
earnings. One wonders whether they tried the current value alone. 

Total investment includes housing construction, which one would expect to 
respond to labor income as well as or instead of property income, and to 
household liquid assets as well as or instead of business liquid assets. The 
authors recognize this in their discussion, and also the possibility of attempt- 
ing to treat inventory investment separately as Klein’s model III did (pp. 
11, 68). 

(3) The production function expresses real gross business product as a 
function of private employment, the capital stock (average of beginning and 
end-of-year figures), and time. In the employment variable the number of 
wage and salary earners is adjusted by multiplying it by an index of hours 
worked per worker per year, but the number of farm and nonfarm entre- 
preneurs is not so adjusted, and I know of no suitable data for the purpose. 

The production function’s coefficients all have the expected algebraic signs, 
and all are significantly different from zero at the 1 per cent level and beyond, 
except for the capital stock coefficient in the 1929-50 version. The capital 
coefficient is the only one to change much when 1951-52 are added to the 
sample; it nearly doubles. The function fits quite well in both versions. In each 
case only 4 residuals exceed 2 billion 1939 dollars; the largest absolute residu- 
als are for 1947, being overestimates of $4.2 and $5.2 billion (about 4 per 
cent) in the respective versions. Part of the reason for the good fits is the 
linear time-trend variable, which accounts for an output-increase of about 2 
billion 1939 dollars per year; this is about 4 per cent of the depression output 
and about 1% per cent of postwar outputs. The authors indicate (p. 69) that 
they would prefer a quadratic trend to a linear one, to reflect the rapid pro- 
ductivity rise, except that to use a quadratic trend makes other estimates in 
the equation “unstable.” In my opinion even linear trend extrapolations should 
be used sparingly, for the very fact that we use a trend at all indicates that we 
do not understand the forces at work. 

(4) The corporate saving equation is an innovation and a welcome one, for 
the variations of corporate saving are just as important as those of personal 
saving in transmitting the effects of exogenous tax and expenditure changes 
through the economy. This equation contains corporate profits after tax, 
lagged dividends, and corporate surplus at the start of the year, following 
Dobrovolsky. The fit is quite good for both the 1929-50 and 1929-52 versions, 
no residual exceeding 2 billion 1939 dollars and none exceeding $1 billion 
except for overestimates in 1936 by both versions and underestimates in 1948 
and 1949 by the 1929-52 version. Of course these residuals must be viewed 
against the fact that corporate saving varied only between about — 6 and + 4 
billion 1939 dollars over the whole period (p. 132). The coefficients of profits 
after tax in both versions are significantly different from zero at the 1 per cent 
level and far beyond, but the coefficients of the other variables are not signifi- 
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cant at the 10 per cent level. The sign of the lagged dividends coefficient 
even changes from minus to plus (not an improvement!) when 1951 and 1952 
are added to the sample, and the other coefficients change quite a bit in size. 

(5) The corporate profits equation is a frankly empirical affair (p. 15), 
intended to bridge the gap between the corporate profits variable in the 
corporate saving equation and the property income variable in other equations. 
It simply says that corporate profits are a linear function of property income. 
The fit is quite good, no residuals exceeding 2 billion 1939 dollars and not 
many exceeding $1 billion. The coefficients are significant far beyond the 
1 per cent level. Nevertheless, like time trends, this equation leaves one with 
an uneasy feeling precisely because there is so little understanding behind it. 

(6) The private wage-bill equation contains current and lagged gross busi- 
ness product and a time trend. All slope coefficients are significantly different 
from zero at the 1 per cent level except the trend. The fit is good; the only 
residual exceeding 2 billion 1939 dollars is an underestimate of $2.4 billion in 
1938 in the revised (1929-52) version (this is an error of 7 per cent) and 
most of the residuals are under $1 billion. The relative effects of current and 
lagged product appear quite different in the two versions, the coefficients being 
respectively 0.24 and 0.24 in 1929-50 version, and 0.36 and 0.14 in the 
1929-52 version. The sum of the two coefficients is quite stable, changing only 
from 0.48 to 0.50. This of course is because current and lagged product are 
highly positively correlated, so that it is difficult to get reliable estimates of 
their separate effects. 

The wage-bill equation is one of the easiest with which to get a good fit; 
even as a simple linear function of current gross business product alone, it 
would fit remarkably well. Its theoretical underpinnings are in the profit- 
maximizing behavior of entrepreneurs, and it may be regarded as a demand- 
for-labor equation (pp. 16-17). 

(7) The wage-adjustment equation expresses the absolute change in the 
index of hourly money wage rates as a function of unemployment, lagged 
price-level change (i.e., the change between last year and the year before), 
and a time trend. Its coefficients are virtually unaffected by the addition of 
1951-52 to the sample, but none is significantly different from zero at the 
2% per cent level except trend, which is barely so. The fit is rather poor, 
especially in the ’thirties. For 1934 (the worst year) the equation (either 
version) underestimates the wage level by 10 index points, which is 10 per 
cent of the 1934 level; the actual change from 1933 was + 9 index points.”* 
In the postwar period however the residuals have all been about 8 index 
points or less, which amounts to about 4 per cent or less of the much higher 
postwar money wage level. 

The seven equations just discussed are the most important stochastic 
equations in the model, either because they are theoretically central or because 
they concern big variables or both. The other eight stochastic equations (seven 


* Albert Rees has pointed out to me that one would expect this equation to miss the 
substantial rise in wage rates between 1933 and 1934, because the equation does not 
reflect government policies set up under the National Recovery Administration. And also 
that one might expect it to underestimate wage rates in 1937 (as it actually does) be- 
cause of its omission of the effects of the rapid growth of unions in that year. 
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in model 1) concern imports, depreciation, the farm sector, interest rates, and 
holdings of liquid assets. In general their fits are not as good as those we have 
discussed, considering their residuals in relation to the size and variation of 
the variables being “explained.””** 

Several general comments on the equations occur to me. One of the purposes 
of these models, according to the authors (pp. vii-ix, 95-114), is to provide a 
framework for forecasting one or two years in advance the broad changes in 
U.S. economic activity, under different assumptions about government policy. 
One would then expect that among the exogenous variables of the model there 
would be variables reflecting each of the important policy measures that are at 
the disposal of government. For fiscal policy this expectation is substantially 
met: government’s total expenditures, wage and salary payments and em- 
ployees are represented by exogenous variables, and there are five tax vari- 
ables representing indirect tax payments less subsidies, and direct tax payments 
on account of farm income, labor income, property income, and corporate 
profits. This treatment of taxes is a notable advance. A further advance is 
that in making forecasts, the authors have regarded only the tax rates as 
exogenous, and have regarded the deflated amounts of taxes collected as being 
determined by the tax schedule, money incomes, and the price level (pp. 
142-55). In the case of each type of income and tax schedule, they have 
fitted a linear equation to money tax receipts as a function of money income 
and then deflated the result to get real tax payments as a nonlinear function 
of real income and the price level. 

However, in the field of monetary policy the above expectation about policy 
variables is not met. Excess bank reserves (as a percentage of total reserves) 
is an exogenous variable; but that is all. Reserve requirements, open-market 
operations, the Federal Reserve discount rates, and credit restrictions are 
ignored except to the limited extent that their full effects are reflected in the 
excess-reserve ratio. Presumably these variables are neglected because the 
authors believe that they are unimportant. But since this is an open issue 
among economists, it would be well to give monetary factors a chance to show 
up in a model of this kind. 

The second comment concerns the treatment of prices and accounting 
definitions in the Klein-Goldberger models. Only the deflated values of the 
flows of goods and services appear; the money values do not. This creates 
certain difficulties, because the accounting definitions really apply to the 
money values. A model-builder has several options: (1) He can include both 
deflated and money values for each flow variable, along with a price index for 
each and an equation of the form pg = v. This would require a large number 
of variables and equations, and in particular it would require the equivalent of 
a price-adjustment equation for each flow variable, depending on supply and 
demand factors including inventories in the case of storable goods. In my 
opinion this is conceptually the best choice, as well as the most difficult one. 
(2) He can work with money values alone, ignoring deflated values. This is 


“This is particularly true of the farm-income and short-term interest-rate equations. 
At the other extreme, the business liquid-assets and long-term interest-rate and farm- 
price equations fit quite well. It is unlikely that the latter would continue to fit well in 
1953-55 for it makes farm prices a simple linear function of general prices. 
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highly unsatisfactory for real relationships such as production functions. It is 
also unsatisfactory for demand functions, such as the consumption function, 
which are supposed to be homogeneous of degree zero in prices and the quan- 
tity of money.*® (3) He can work with deflated values only, ignoring money 
values. This is essentially what all the models discussed in this article do, 
except Tinbergen’s, which contains both deflated and money values of several 
variables. 

If one uses deflated variables only, one must of course make the definitions 
hold in deflated terms. This could be done by deflating all variables by a 
general price index, but then all variations in relative prices would be ignored. 
Suppose each variable is to be deflated by a price index appropriate to it. 
Then little or no trouble arises with consumption, investment, and other 
similar items composed of flows of measurable quantities of goods and services. 
But trouble arises with disposable incomes, saving, taxes, transfers, and other 
items not composed of flows of measurable quantities of goods and services. 
These latter can be deflated by price indexes appropriate to the decisions of 
the payers or receivers, but then the definitions will usually not hold in real 
terms. Or they can be deflated by a general price index, so that the sum of all 
deflated income items is equal to deflated total output. This is what all the 
models discussed here (except Tinbergen’s) did. It too can have strange re- 
sults, as the Klein-Goldberger data illustrate. Their consumption expenditure 
is deflated by the Commerce Department’s implicit deflator for consumer 
goods, and their disposable income variables are deflated by the Commerce 
Department’s implicit deflator for GNP. Now the GNP deflator rose by about 
8 per cent relative to the consumption deflator over the sample period 
1929-52.°* This means that Klein and Goldberger give deflated disposable in- 
comes a downward trend of 8 per cent for the period relative to deflated con- 
sumption. The result is that their deflated personal saving, i.e., the difference 
between their deflated disposable incomes and consumption, is too high at the 
beginning of the period and too low at the end—it is even negative in 1949!*7 


* One can argue that homogeneity requirements need not be taken seriously in a 
linear equation when the data cover only a small range of values far from zero, because 
the linear equation may be only an approximation to a nonlinear function that is homog- 
eneous even though the linear approximation is not. 

* Survey of Current Business National Income Supplement, 1954 ed., Table 41, pp. 216-17. 

* Klein and Goldberger do not present their saving or total disposable income figures, 
but one can calculate them from their income, tax, and consumption series (pp. 131-32). 
The table below shows a few values, together with the Commerce Department's unde- 
flated data for comparison (National Income Suppfl., 1954, pp. 164-65). 


Disposable Income Personal Saving Saving Ratio 
Year Dept. of Klein and Dept. of Klein and | Dept. of | Klein and 
Commerce Goldberger | Commerce | Goldberger | Commerce | Goldberger 
(money) (deflated) | (money) | (deflated) | (money) (deflated) 
1929 83.1 67.2 | 42 50 | S% 7% 
1946 159.2 102.7 12.6 7.0 8% 7% 
1949 188.2 102.6 7.6 | —0.6 4% -1% 
1952 236.9 113.5 18.4 | 21 8% 2% 
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Thus their consumption function is fitted to a distorted set of data, from the 
point of view of consumption decisions. 


IV. Estimating Parameters 


Let us now turn to some questions concerning the estimation of coefficients 
in the Klein-Goldberger models. The two estimation methods on which prac- 
tical choice has centered in recent years are the familiar least-squares method 
and the less familiar limited-information method. The least-squares method 
chooses one variable in the equation as “dependent,” concentrates on the 
deviations of the actual from the calculated values of this variable, and selects 
as its estimates the set of values of the parameters that minimizes the sum of 
the squares of these deviations. The results thus depend on one’s choice of 
dependent variable. The limited-information method in effect adds together 
the endogenous terms in the equation to form a single new synthetic variable, 
and takes the least-squares regression of this new synthetic variable on a 
number of predetermined variables, including all those that appear in the 
equation and some others that do not; and then by imposing the condition 
that the coefficients of those predetermined variables that do not appear in the 
equation shall be zero in this regression, it unscrambles the synthetic variable 
into its components and obtains an estimate for the parameter of each en- 
dogenous variable, and for each predetermined variable in the equation too.** 

The least-squares method is relatively easy computationally, and the esti- 
mates it yields have relatively small variances about their expected values. The 
trouble is that when it is applied to equations that are part of a simultaneous 


system, it typically yields biased estimates, that is, estimates whose expected 
values are different from the true values. Thus the least-squares method in a 
system of equations can be likened to a shotgun that scatters its shot (i.e., 
its estimates) fairly close together, but not centered on the bullseye. 

The limited-information method is relatively burdensome computationally,”° 


* Another way to contrast the two methods is as follows. The least-squares method 
selects as its estimates the set of values of the parameters that makes the residuals (meas- 
ured in the direction of the chosen “dependent” variable) sum algebraically to zero and be 
uncorrelated with each of the other variables in the equation. The limited-information 
method tries to select as its estimates the set of values of the parameters that makes the 
residuals (measured in the direction of any one of the endogenous variables) sum 
algebraically to zero and be uncorrelated with a number of predetermined variables, in- 
cluding all those that appear in the equation and some others. If the number of pre- 
determined variables used is the same as the number of slope coefficients to be estimated 
the computations are relatively easy; if more, they are more cumbersome; if less, no 
unique estimates are possible. (These three cases are called the just-identified, over- 
identified, and unidentified cases.) The above descriptions of the limited-information 
method are not intended to convey a precise idea of it. For this, see Hood and Koop- 
mans, eds., Studies in Econometric Method (New York, 1953), Ch. 6, esp. pp. 143-78 or 
162-78. A much more introductory presentation will be found in E. G. Bennion, “The 
Cowles Commission’s ‘Simultaneous Equations Approach,’” Rev. Econ. and Stat., Feb. 
1952, XXXIV, 49-56, and in J. R. Meyer and H. L. Miller, Jr., “Some Comments on the 
‘Simultaneous Equations Approach,’” Rev. Econ. and Stat., Feb. 1954, XXXVI, 88-92. 

*To obtain the estimates and their estimated standard errors, it requires inverting 
four matrices, instead of one as the least-squares method does; one of the four has at 
least as many rows and columns as the least-squares matrix (often more), and the other 
three have fewer. 
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and its estimates have larger variances about their expected values than do 
the least-squares estimates. Its estimates are biased too, except that under the 
typical assumptions made by model-builders, these biases become smaller and 
approach zero as the sample size (number of observations) approaches in- 
finity. Thus the limited-information method can be likened to a shotgun that 
scatters its shot (i.e., its estimates) less close together than the least-squares 
shotgun does, and not centered right on the bullseye either, but becoming 
better centered and approaching perfect centering as the sample size ap- 
proaches infinity. 

Thus the question of which method to use for any finite sample size is still 
open, for we do not know how to tell whether the bias of the limited-informa- 
tion method at a given sample size is smaller than that of the least-squares 
method by enough to compensate for its bigger variance.*° 

Empirical evidence of two types is slowly accumulating on this point. The 
first type is that obtained experimentally by the Monte Carlo method. This 
consists of taking a large number of samples of data from a synthetic real 
world that has been constructed in advance with known equations and param- 
eters, and then computing from each sample an estimate of a certain known 
parameter. The large number of estimates of that parameter so obtained will 
give a pretty good empirical idea of the sampling distribution of the estimates. 
In an unpublished paper Wagner*' has compared the least-squares and 
limited-information estimates of the marginal propensity to consume, based on 
100 samples from one synthetic real world and another 100 samples from 
another. In each case his synthetic real world was a simple three-equation 
income-consumption-investment model; consumption was a linear function of 
income, the marginal propensity to consume was 0.5, and the predetermined 
variables in the model (used in the limited-information estimation process) 
were lagged income and time. The sample size in each case was 20. The dis- 
tributions of the 100 estimates of the marginal propensity to consume in each 
synthetic real world are summarized in Table II. Note that for each, the 
estimated bias of the least-squares estimates is greater than that of the 
limited-information estimates (line 3), but that the estimated standard devia- 
tion of the least-squares estimates is smaller than that of the limited-informa- 
tion estimates (line 4) by a margin great enough to bring the root mean square 
error of the least-squares estimates down slightly below that of the limited- 
information estimates (line 5). The differences are so small, however, less 
than 3 per cent in fact, that this contest between the two methods ends in a 
standoff. 

The second type of empirical evidence lies in the few real studies now 
available in which both the least-squares and limited-information methods 

* Let us accept the expected value of the squared error as the criterion of choice between 
the two methods. For either method, this is equal to the squared bias plus the variance 
of the estimate from its expected value. Thus to be better than least squares, the limited- 


information method must have a squared bias that is smaller than the squared least- 
squares-bias by a margin greater than the difference between the two methods’ variances. 

= H. M. Wagner, “A Monte Carlo Study of Estimates of Simultaneous Linear Structural 
Equations,” Technical Rept. No. 12, mimeo. (Stanford: Economics Department, 1954), 
esp. pp. 1-3, 6-8, 16-18, 22-23, and 54. 
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have been used,** so that the results can be compared. In most of these the 
differences between the two sets of estimates are so small that it is difficult to 
say which set is better; that argues in favor of the least-squares estimates, 
which are simpler to compute. In the few cases I know of where the two sets 
of estimates do differ substantially, the least-squares estimates are nearly al- 
ways more reasonable than the limited-information estimates, in the light of 
what can be expected theoretically about the parameters in question.** 


TaBLe I].—Summary OF WAGNER’sS EsTIMATES OF THE MARGINAL PROPENSITY TO 
ConsuME OBTAINED BY Two EsTIMATION METHODS 


Synthetic Real World I Synthetic Real World IT 


Least- Limited- Least- Limited- 
Squares Information Squares Information 
Method Method Method 


. True value . 5000 . 5000 .5000 
. Average of 100 estimates .5137 .4955 ‘ .5049 
. Estimated bias (100 esti- 
mates) -0137 — .0055 .0049 
. Estimated standard devia- 
tion (100 estimates) .0107 .0174 045 .0460 
. Root mean square error 
(100 estimates) .0174 -0179 .0463 


Unfortunately for readers who want to face this issue, Klein and Gold- 
berger do not present least-squares estimates of their models for comparison 
with their limited-information estimates. Fortunately, however, Kar] Fox has 
computed and published least-squares estimates of their model 2 for 1929-52, 
using their data.** For most parameters, the least-squares and limited-infor- 
mation estimates are approximately equal, measured either by the percentage 
difference between the two or by the number of standard deviations by which 
they differ. In only two cases are the algebraic signs different: (1) the least- 
squares version says plausibly (because of the relative stability of dividends) 
that high dividends last year contribute to low corporate saving this year, and 
the limited-information version says the opposite, but the coefficient is less 
than its standard error; and (2) the least-squares version says that high non- 
farm income last year contributes to high farm income this year, and the 
limited-information version says the opposite, but both coefficients are less 
than their standard errors. In only three other equations are there any coeffi- 
cients whose least-squares estimates differ by as much as 20 per cent from 


"See Klein, Economic Fluctuations in the United States 1921-1941, pp. 108-13, and 
Christ, op. cit., pp. 72-76 and 83-86. 

“For example, see the investment and labor equations in Christ, of. cit., pp. 72-73 and 
85-86. 

“K. A. Fox, “Econometric Models of the U. S. Economy,” Jour. Pol. Econ., Apr., 
1956, LXIV, 135-36, Table ITI. 
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their limited-information estimates.*° They are the business-liquidity equation 
and the rather unsatisfactory equations for imports and the wage rate. Of 32 
limited-information estimates of slope coefficients,** 13 differ from their least- 
squares counterparts by no more than one standard error of the latter, 13 
differ by more than one but not more than two, and 6 differ by more than 
two. These last 6 are in the equations for corporate saving, the wage bill, and 
household liquidity. ‘ 

This comparison of least-squares and limited-information estimates, ih- 
complete though it is because among other things it does not extend to their 
respective forecasts, confirms the impression that the issue between the two 
methods is still open, with perhaps an edge in favor of least-squares on grounds 
of simplicity.” 

The meaning of the estimated standard deviations of the parameter-esti- 
mates deserves attention. It is common practice in constructing econometric 
equations and models to try several different theoretically plausible forms of 
each equation, estimating the parameters of each form, and then to choose the 
form that seems best in the light of several criteria such as the size and 
apparent randomness or nonrandomness of residuals, a priori expectations 
about the signs and sizes of parameters, the estimated variances of parameter 
estimates, etc. As far as I know everyone who estimates equations does some 
of this sort of experimenting. Indeed, I believe it is wise to do so, because in 
most problems the underlying theoretical analysis is not so exact as to be able 
to specify just what the form of the relationship is—linear, quadratic, linear 
in logarithms, or what—even when it can specify (as it sometimes cannot) 
just what variables enter and just what data are best suited to measure them. 
Hence if one does no experimenting of this sort, one often has to choose among 
several theoretically plausible forms of an equation without a basis for the 
choice. 

The statistical theory, on which the least-squares and limited-information 
estimates and their estimated standard deviations are based, assumes that no 
experimenting of this sort has been done. It assumes that the form of each 
equation has been chosen before the data have been seen, so that the data have 
no chance to influence that choice. If this assumption is met (along with the 


“This number would be four instead of three if I did not exclude the wage-bill 
equation. Its least-squares coefficients of current and lagged output differ by about 50 per 
cent from its corresponding limited-information coefficients, but the sum of the two least- 
squares coefficients differs from the sum of the limited-information coefficients by only 
6 per cent. As noted in Section III, part (6), it is only the sum that is stable. 

*T exclude the 6 slope coefficients in the three equations for which the limited-informa- 
tion method reduces to least-squares, namely the investment and short- and long-term 
interest-rate equations. 

* To this discussion of estimation methods I must add brief mention of a third method, 
devised by my visiting colleague Henri Theil of the Netherlands School of Economics, 
and described in his forthcoming book. Theil’s method consists essentially of replacing 
all but one of the current endogenous variables in the equation by their values as 
estimated by their reduced-form regressions on the predetermined variables, and then 
using least squares with the remaining current endogenous variable as the dependent 
variable. It yields consistent estimates but is considerably easier computationally than the 
limited-information method. 
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others appropriate to the estimation method used) then the estimated standard 
deviations are what they seem to be, and can be used without adjustment in 
the usual tests of significance concerning parameters. But suppose that ex- 
perimenting has been done, and the form of the equation has been chosen in 
the light of how well it fits the data in comparison with other forms. Then 
one is more likely to get a good fit simply as a matter of chance than if one 
tried only one equation-form, because one has several opportunities to choose 
from instead of just one. Hence the estimated standard deviations are 
spuriously small, and if they are used without adjustment in the usual signifi- 
cance tests, there will be a bias in favor of deciding that the parameters are 
significantly different from zero. 

It is a difficult question how to make allowances for the fact that experimen- 
tation with different equation-forms has been done, especially if one does not 
know what different forms were tried. Klein and Goldberger give some infor- 
mation about what alternatives they tried,** but it would be more enlightening 
to readers if all the alternatives tried had been presented together with their 
estimates.*® 

It is a familiar fact of econometrics that the presence of serial correlation 
among the disturbances to a time-series equation decreases the reliability of 
the estimates of its parameters. Hence it is important to test for the presence 
of serial correlation. This Klein and Goldberger do, using a statistic known as 
3*/S*, where 3* is the mean squared change in the value of the calculated 
residuals from year to year and S? is the variance of the same residuals. They 
conclude that disturbances in an equation are positively serially correlated if 
3*/S* is less than 1.25.*° Four of the fourteen stochastic equations in model 1 
(1929-50) show serial correlation of disturbances by this test, and so do 
seven of the fifteen stochastic equations in model 2 (1929-52). A widely used 
device that sometimes reduces positive serial correlation of disturbances (and 
sometimes produces negative serial correlation instead) is to fit the equations 
to first differences (year-to-year changes) of the data instead of to the raw 
data. Klein and Goldberger apparently did not try this. 


V. Predicting Ability of the Klein-Goldberger Models 


This section deals with the performance of the Klein-Goldberger models 
in the “future,” that is, in years following the periods whose data were used 
to decide on the form of their equations and to estimate their parameters. 
Before taking up numerical results, I want to offer some remarks on the nature 
and meaning of such extrapolations into the “future.” 

As decision-makers or advisers thereto, economists want to be able to fore- 
cast economic events for at least a short time ahead, and to forecast the 
consequences of alternative decisions. As seekers after truth and understand- 


* See Section III above, and pp. 50, 68, and 90 for general statements. Their specific 
remarks concern the equations for consumption (p. 65), investment (pp. 67-68), corporate 
profits (pp. 68-69), depreciation (p. 90), farm income (p. 69), household liquid assets 
(p. 70), long-term interest rate (pp. 28-29), and short-term interest rate (p. 30). 

** Some further remarks related to this will be found at the beginning of Section V. 

“P. 52. This is a one-tail test at approximately the 5 per cent level. 
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ing, economists want to construct theories that will describe accurately a 
large part of economic experience. If we are to tell whether an econometric 
model will help in either quest, we must try it against data. I believe there is 
now fairly general agreement that more is required than simply choosing a 
model and fitting it to a set of data. It has been said by many—-and I have 
been among the guilty—that the real test of a model lies in its ability to ex- 
plain or predict new data that were not used in estimating its parameters. 
There is a real and valid point involved here, but the statement is not quite 
correct as it stands. It suggests incorrectly that if one has data for a certain 
period, say 1929-1955, and one wants to obtain as reliable a model as possible 
with their aid, one must after choosing the model use only part of the data 
(say 1929-1950) to estimate the parameters, and must save the rest of the 
data (1951-55) to test the model. This is incorrect because the best one can 
accomplish is to devise a plausible modei that explains well all the available 
relevant data, and it makes little difference whether this is done by fitting 
the model to all of the data, or by fitting it to part of them and discovering 
afterward that it explains the rest of them well.*’ In either case one has a 
good explainer of data to date, and one is uncertain about whether it will con- 
tinue to explain future data. 

What then is the real and valid point in the statement that the real test 
of a model lies in its ability to predict new data? It is the following: Since 
it is difficult (and even unwise, I argue above in Section IV) to avoid examin- 
ing relevant data before choosing the form of the equation to be fitted, there 
is some danger of choosing an incorrect equation that for accidental reasons 
happens to fit the examined data well, in preference to a more nearly correct 
equation that for accidental reasons does not fit the examined data very well. 
It is this danger against which protection is needed. The protection is provided 
by new data, i.e., data that were not examined in choosing the form of the 
equation. But it does not matter much whether these new data are incor- 
porated into the sample used for fitting the equation, or are saved until after 
the fitting and used as a test. The important thing is that they were not 
examined while the form of the equation was being decided on. Thus if one 
chooses an equation now for use with data beginning with 1929, it makes 
little difference for the present purpose whether one now fits it to 1929-55 
data and after 1960 tests it against 1956-60 data, or whether one now puts it 
on the shelf for five years and after 1960 fits it to 1929-60 data. For other 
purposes, of course, one prefers to fit it now instead of after 1960. 

Let us now turn to tests*? based on the performances of the Klein-Gold- 
berger models when faced with “future” data. It is possible to work either with 
the estimated structural equations, or with the reduced form obtained by 
solving them. To locate faulty structural equations one should examine them 
one by one. To evaluate the model’s predictive ability one should work with 


“ Indeed, in so far as there is a difference between these two alternatives, fitting the 
model to all the data is preferable, because it uses a larger sample and hence yields 
estimates with smaller variances. 

“T use the word “test” very loosely here, not in the sense of statistical tests of 
hypotheses. 
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the reduced form. It is possible to work either with ex ante or ex post predic- 
tions, as the authors use the terms. Ex ante predictions are real predictions, 
made in advance, for which it is necessary to guess the unknown values that 
the predetermined variables** will have. Errors in ex ante predictions may be 
due to faulty guesses about the predetermined variables, or to a faulty model, 
or to random disturbances. Ex post predictions are conditional, made after 
the event, by using the observed values of the predetermined variables. Their 
errors may be due to a faulty model or to random disturbances. I shall discuss 
tests based (1) on the ex post performances of the structural equations of 
both models, (2) on ex post predictions from the reduced form of model 1, and 
(3) on ex ante predictions from the reduced forms of both models. The tests 
are based on data for 1951-54. Unfortunately the Commerce Department’s 
most recent revision of national income data came in the middle of this period, 
after the 1952 data were released. The revised data are available for all years 
from 1929 to 1954, but the unrevised data are not available for 1953 and 1954. 
Since Klein and Goldberger did nearly all of their work before the revision 
(which appeared late in 1954) it is necessary to use data for the 1953 and 
1954 tests that are not strictly comparable with the data used in estimating 
the models. However, the revisions are not large enough to alter the quali- 
tative picture presented by the tests now to be discussed.** 

1. The ex post structural tests consist of substituting into each estimated 
structural equation the observed values of the variables for the “future” year 
in question, and finding the calculated disturbance of the equation for that 
year. Klein and Goldberger give these calculated disturbances for 10 of the 
14 stochastic equations of model 1 for the years 1951 and 1952.** In 4 of 
these 10 equations, either the 1951 or the 1952 residual is larger, or both are 
larger, than any of the sample-period residuals.** The authors also give calcu- 
lated disturbances for 11 of the 15 stochastic equations of model 2 based on 
preliminary data for the years 1953 and 1954.*? In 5 of these 11 equations, 
either the 1953 or the 1954 residual is larger, or both are larger, than any of 
the sample-period residuals.** These results suggest that important parts of 
the models do not fit the postsample data as well as they do the sample data. 

2. The ex post reduced-form tests consist of substituting into the estimated 
structural equations the observed values of predetermined variables for the 
“future” year in question, then solving the structural equations for the current 


“The lagged variables may be unknown because of delay in measuring and reporting 
their values. 

“This is confirmed by preliminary tests of the 1954 forecasts given by the authors, 
(p. ix). 

“ Recall that model 1 was estimated from 1929-50 data. For the residuals see pp. 86 
and 156-57. The 4 omitted equations concern the money market. 

“The equations are the production function and those for consumption, investment, 
and farm income. 

“ Recall that model 2 was estimated from 1929-1952 data. For the residuals see pp. viii 
and 158-59. Again the 4 omitted equations concern the money market. 

“ The equations are those for consumption, the wage-bill, depreciation, corporate profits, 
and (especially bad) farm prices. The latter is because farm prices broke away from 
general prices in 1953-54, falling substantially. 
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endogenous variables, and comparing the results with the observed values of 
these variables. This requires data for all variables in the model. The authors 
give these data for 1951-52, so the reader can perform the test of model 1 
based on those years. They also solve the 19 nonlinear structural equations 
and give the ex post reduced-form predictions, so the reader does not have to 
do all the arithmetic.*® However, the reader cannot perform the test of either 
model based on 1953 or later years, even if he is willing to solve the equations 
for those years himself, because the book presents data only through 1952; 
and although the authors leave a quite detailed “trail” as to how they con- 
structed their time series (pp. 118-41), it is not possible for the reader to 
follow it beyond 1952 on his own because so many of the sources are con- 
tained in private correspondence between the authors and government agen- 
cies. 

Ex post reduced-form predictions were made with model 1 for 1951 and 
1952 for 14 of the 19 current endogenous variables. The results are shown 
in Table III together with the observed values.*t Columns 4 and 9 show the 
errors as a percentage of the observed values, —4 per cent meaning that the 
prediction was 4 per cent low, etc. Columns 5 and 10 show whether the pre- 
dicted direction of change was right or wrong. Columns 6 and 11 show whether 
the predictions were better than those of the familiar no-change-from-last-year 
naive model. The comparison with the naive model is a rather severe test for 
variables that changed very little, such as consumption, but it is a correspond- 
ingly lax test for variables that changed a good deal, as GNP did from 1950 
to 1951. Notice that in both years the predictions of real GNP were in error by 
4 per cent or less, showed the right direction of change, and were better than 
the naive model’s predictions. The same is true of two other variables, the real 
private wage-bill and the money wage rate. 

3. The ex ante reduced-form tests are a realistic rehearsal of a genuine 
forecasting effort. The authors estimated the values of the predetermined 
variables for the year in question before that year began, or only shortly after 
(pp. 82, 95), on the basis of their best guess about the government budget, 
etc. They then substituted these values into the structural equations, and 
solved for the predicted values of the jointly dependent variables.** They 


“” The authors say that the reduced form reduces to two nonlinear equations containing 
price level and national income as variables, and they reproduce these equations in gen- 
eralized form (p. 40). It would have been helpful to readers who wish to test the model’s 
predictions of price level and income if they had given these two equations in a form 
showing explicitly how their parameters depend on the parameters of the original equa- 
tions of the model. 

* For this reason I present no tests based on predictions made by Fox’s least-squares 
estimates of model 2 (1929-52), for such tests require data for 1953-54. 

* Excluded were the four money-market variables and capital stock. See p. 81 for the 
figures. 

@ Klein and Goldberger say (p. 77) that they prefer not to make predictions by a 
mechanical use of the reduced form, but prefer instead to make certain adjustments in the 
structural equations, according to the following rule, before solving them: (a) If a struc- 
tural equation in the preceding few years has errors all in the same direction and if 
there is independent evidence leading the authors to expect errors in that direction to 
continue, then they add to the constant term of that equation the error of that equation 
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made ex ante predictions this way for 1953 with model 1, and for 1954 
with model 2. Because of the difficulties over private sources of data referred 
to above, I was able to obtain observed 1953 and 1954 values of only a few 
of their predicted variables, even in the Commerce Department’s new revised 
form; I concentrate on the following five as being most readily obtainable: 
real GNP, real consumption, real gross investment, the number of employees 
and the price level. 

The results of the ex ante reduced-form predictions of these five variables 
for 1953 and 1954 are shown in Table IV.** Notice that in both years the 
predictions of real GNP were in error by % per cent or less, showed the right 
direction of change, and were better than the naive model’s predictions. The 
same is true of real consumption and number of employees if the 1 per cent 
limit is amended to 1 per cent. It is rather unusual for consumption to rise 
when GNP falls, as occurred between 1953 and 1954; the authors predicted 
this quite well. Presumably the reason is that income taxes were cut sub- 
stantially at the beginning of 1954, and that it was known late in 1953 that 
they would be. The predictions of GNP, consumption, and employees for 
1953 and 1954 are remarkably good, even if allowances are made for the fact 
that the observed values are based on the Commerce Department’s 1954 
revision of the national income data while the predictions are based on pre- 
revision data (for reasons discussed earlier).°* In fact, they are so good that 
one might be pardoned for suspecting that the authors had a bit of good 
luck with these variables in 1953 and 1954. In any case, it would be exciting 
to see more results, with other variables and in other years. 

A disturbing feature of the models is their tendency since 1951 to overesti- 
mate the price level by a substantial amount. This is especially bad for 1954, 
when model 2 predicts a decline of about 2 per cent in real GNP and at the 
same time a rise of about 7 per cent in prices.°° Surely these two changes are 
unlikely to occur simultaneously in our economy as it has operated since the 


in the preceding year. (b) If either or both of the conditions under (a) is not met re- 
garding a structural equation, they do not adjust the constant term of that equation. 
A rough check for 1951 and 1952, based on similar adjustments made in the reduced form 
predictions, suggests that such adjustments improve the predictions slightly in most of 
the cases where they are applicable. (This illustrates what I take to be a fact, that econo- 
metric models so far are sufficiently inaccurate and incomplete so that supplementary in- 
formation applied with good judgment can improve their performance.) The 1953 and 
1954 predictions referred to in the text above incorporate such adjustments (pp. 106-07). 

* Predictions are from Klein and Goldberger (pp. 83-84, 88, 99, and 111). Observations 
are calculated from the Survey of Current Business, July, 1955, pp. 8-9, 18, and 22-23, 
following the definitions in Klein and Goldberger, pp. 118-31. 

“By comparing the 1952 values in Table IV based on revised data with those in 
Table III based on unrevised data, one can get a sense of the magnitude of the revision. 
The approximate percentage differences between the revised and unrevised figures for 
1952 are: GNP % per cent, consumption 7 per cent, investment 8 per cent, employees 
5 per cent, and price level 1 per cent. Thus the results in Table IV stand, except that 
investment was predicted better and the number of employees was predicted worse than 
the table shows. 

* According to the authors’ preliminary figures (p. ix), these were 3 per cent and 8 
per cent respectively. 
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second world war. This suggests a fault in the models, which may be due to 
the way in which price changes are transmitted, mainly via the wage-adjust- 
ment equation.”* 


VI. Conclusion 


By way of conclusion it is easy to say that the Klein-Goldberger models 
leave much to be desired. But who is to cast the first stone? Clearly, no other 
economist has done as well in the difficult business of making an aggregate 
econometric model for the U.S. economy. Their work would be even more 
useful to others had they presented all the equations with which they experi- 
mented and the estimates obtained for each, had they given least-squares 
estimates and the forecasts made with them, and were they now to extend 
their data to later years and show how the models perform in those years. 


“See pp. 37, 41, and Section III part (7) above. 
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COMMUNICATIONS 
Acceleration Without Magnification’ 


The literature on the acceleration principle is replete with assertions 
like this one in R. A. Gordon’s excellent text, which appears under the 
heading “‘The Magnification of Derived Demand”: 


The acceleration principle states that the derived demand for durable 
goods will vary with the absolute amount of change in the production 
of the finished goods or services produced by the durable goods. 
Because of this relation, fluctuations in the output of durable goods 
will be wider than in the finished goods and services produced with 
their aid... . (my italics)? 


I do not believe that a magnification of fluctuations in investment relative 
to those in sales is formally deducible from the acceleration principle as 
usually defined. The two are not even directly related. 

More specifically I maintain that while the acceleration principle is 
consisient with magnification, the latter is not implied by the former. This 
distinction can be explained as follows: Since the acceleration principle is 
a nonempty hypothesis it must make some assertions about the economy 
whose nonfulfillment would therefore contradict the principle. Such an 
assertion is implied by the principle. On the other hand, there are other 
assertions which will or will not conflict with the acceleration principle’s 
predictions depending on the values assigned to the parameters in the 
expressions used to describe the principle. The principle is thus consistent 
with both realization and nonrealization of such phenomena, and its validity 
can never be challenged by any findings on such matters. In this note I 
maintain that magnification is a phenomenon of the latter variety, 7.e., 
that acceleration does not imply magnification. 

The acceleration principle asserts that the level of investment, J, varies 
directly with (sometimes it is taken to vary in direct proportion with) the 
rate of growth of sales ds/dt. Thus the relationship 


ds 
dt 

1 Tam most grateful to R. A. Gordon, A. D. Knox, R. Turvey, and E. J. Zabel for their very 
helpful comments. I have drawn particularly heavily on Professor Gordon’s suggestions. 

2R. A. Gordon, Business Fluctuations (New York, 1952), p. 107. Similar assertions also 
appear for example in J. M. Clark’s “Business Acceleration and the Law of Demand,” Jour. 
Pol. Econ., XXV, Mar. 1917, reprinted in Am. Econ. Assoc., Readings in Business Cycle 
Theory, (Philadelphia, 1944), p. 235 ff. and G. Haberler, Prosperity and Depression, 3d edition 
enl. (New York, 1946), pp. 85-96. I have even come across cases where the acceleration 
principle was simply defined as the magnification of derived demand. As a mere terminological 
innovation this cannot be objected to. But the authors seem to imply that the entire apparatus 
of the acceleration principle is formally deducible from magnification. I think, from what 
follows, it will be seen that this is an absurdity. 


(1) l=k 
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satisfies the requirements of the principle, and indeed, it is the strongest 
form in which the principle is ordinarily stated. 

Magnification of fluctuations presumably means that any change per 
unit of time in final sales will be reflected in either a greater absolute or a 
greater percentage change per unit of time in investment, i.e., that 


dI_ ds 
(2) —>--—> or 
dl dt 
(2a) > 
a wets, 
dt dt 


But neither (2) nor (2a) follow from (1) and therefore do not follow from 
any of the weaker versions of the principle. In fact there is no connection. 
For the acceleration principle relates the level of investment with the rate 
of growth of sales, and postulates no relationship between the rate of growth 
of investment and the rate of growth of sales. We can derive a relationship 
involving the rate of growth of investment by differentiating (1) to obtain 

dI 

di dt 
which shows that investment will grow rapidly only when sales are accelerat- 
ing rapidly. The acceleration of sales has at any moment no necessary con- 
nection with the rate of growth of sales since the magnitude of the second 
derivative of a function at any point is quite independent of that of the 
first derivative. 

What then is the source of the idea that the acceleration principle neces- 
sarily implies magnification of fluctuations in derived demand? The illus- 
tration almost universally given® involves a sudden rise in demand from its 
formerly constant level. If this rise is of magnitude m, net investment will 
rise from 0 to km by equation (1). If k>1 this is clearly an absolute magni- 
fication, and the relative (percentage) rise is even greater since the per- 
centage rise in net investment demand will be infinite (or rather, strictly 
speaking, it will be undefined, because the computation involves division by 
zero). But the sharp rise in investment demand is a consequence of the 
premise that sales have accelerated and not just risen rapidly—any upward 
move from a standing position involves acceleration. By itself this only 
argues that there is a point in the cycle (right after the trough in sales) 
when investment rises more rapidly than sales. That there should be some 
such point in an acceleration principle model is hardly surprising in view of 
the fact that the acceleration principle, at least as stated in (1), does imply 
that fluctuations in investment precede those in sales by one-quarter cycle. 
Since they are out of phase it is to be expected that sometimes the one and 
sometimes the other will rise more rapidly. 


* See ¢.g., J. M. Clark, op. cit., pp. 239-40 of the Readings, Haberler, op. cit., pp. 89-90. 
I rely for support of my universality assertion on the very considerable authority of A. D. 
Knox. 
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Indeed it is equally easy to find a phase of the cycle where the contrary 
is true, that is, where under the acceleration principle neither (2) nor (2a) 
can possibly hold so that magnification is completely ruled out. Since after 
the trough things begin to pick up, sales must be accelerating. Similarly 
just before the peak there must be a deceleration. This implies that if, 
indeed, natura non facit saltum, there is some intermediate point, the point 
of inflection, when sales will be neither accelerating nor decelerating, i.e., 
when sales will be increasing at a constant arithmetic rate. Here the rate of 
change in the level of investment will clearly be zero. For example, if s=1 
billion ¢+some constant, ds/di=1 billion, so that by (1) J=1 billion &, 
and dI/di=(dI/dt)/I=0, —hardly a magnification! 

But the magnification allegation was not meant to apply to any one phase 
in the cycle. On the contrary it is stated about the cycle as a whole and 
asserts that the acceleration principle requires the amplitude of fluctuations 
in investment demand to be greater than that in final demand. I have found 
no argument which purports to support this more general contention, and 
in fact the assertion is false. 

Suppose, for example, that sales behave perfectly cyclically and their 
time path is given by a sine curve 


(3) s=asinbi+w 


where 6 determines the length of the cycle, a its amplitude, and w the mean 
value of sales. Thus if )=1 and ¢ is measured in years the length of the cycle 
will be 27 or about 6} years. If b=4 it will take twice as long for bf to equal 
2r, i.e., t will have to reach 4x before b/(=}4/) equals 27, so that the cycle 
will be somewhat less than 13 years long, etc. Since the sine function varies 
between +1 and —1 its amplitude is 2, and the amplitude of our function 
(3) will be 2a. 

To find the amplitude of the cycle in investment we obtain, by differenti- 
ating (3) with respect to #, 


ds 
— = abcos bt 
di 


and substituting this into (1) gives 
I = kab cos bt. 


This will obviously have amplitude 2kab, since the cosine function also 
takes values between +1 and —1. We see then that the amplitude of the 
fluctuations in sales is 2a, while that of the investment cycle is 2kab. The 
latter will only exceed the former if kb>1. 

Now is “‘the relation” of the acceleration principle. It is usually assumed 
to be greater than unity since it represents the ratio of the value of the de- 
sired capital stock to the value of its annual output, and the desired capital 
stock is taken to be normally equivalent to several years output. Note that 
in any event this is an empirical proposition and is not a consequence of the 
acceleration principle. It is certainly not out of the question that in some 
sectors and in some circumstances k will be less than unity. But because it is 
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unfavorable for my present position, let us take k to be somewhat greater 
than unity, say let k=1.9, and suppose that we have a cycle of fourteen 
years duration. Then }<} and kb<1 so that the amplitude of fluctuations 
of investment will be less, absolutely, than those in sales.‘ 

Of course in practice cycles tend to be of duration considerably shorter 
than 14 years so that the 6 in my model is in fact likely to be greater than 
unity, in which case the acceleration principle may well be consistent with 
absolute magnification.’ But this only points up my hasic conclusion, that 
ultimately the relatively wide fluctuations in private investment which are 
observed in the economy must be explained in terms of the magnitudes of 
the relevant parameters. 

The acceleration principle has no inside track on such an explanation. 
Any theory which posits not too specific a connection between the time 
paths of sales and investment can, by an appropriate choice of parameters, 
be made to predict a greater amplitude in the movements of investment. 

J. Baumot* 


4 All this has ignored such possibilities as the existence of excess capacity which would slow 
up net investment on the upswing, and the limits to negative investment which are imposed 
by rates of deterioration of existing assets. Both of these could, clearly, further decrease the 
amplitude of the investment cycle, as could an appropriate pattern of expectations, etc. 

5 And since w is positive there need be no conflict between the principle and relative mag- 
nification, 7.e., the assertion that the ratio of amplitude of investment of its mean value will 
be greater than that of sales. 

*The author is professor of economics at Princeton University and a member of the 
firm of Alderson & Sessions. 


Some Observations on Full Employment vs. Full Capacity 


In the development of the Keynesian short-run theory, the role of net in- 
vestment in increasing the productive capacity of the economy is ignored. To 
extend this theory to the long run, Harrod and Domar have suggested a 
model for which an equilibrium rate of growth would obtain if effective de- 
mand were continuously to absorb all the output generated by a constantly 
increasing productive capacity. But will ihis rate of growth also ensure the 
full employment of labor? 

In Hamberg’s opinion,? there are two independent equilibrium rates of 
growth. One ensures the full utilization of capacity and the other full em- 
ployment of labor. Unemployment of either factor may result unless the 
actual income rate of growth coincides with both of these rates. Pilvin,® on the 


*R. F. Harrod, “An Essay in Dynamic Theory,” Econ. Jour., Mar. 1939, XLIX, 14-33; 
R. F. Harrod, Towards Dynamic Economics (London, 1948), p. 169; E. D. Domar, 
“Capital Expansion, Rate of Growth and Employment,” Econometrica, Apr. 1946, XIV, 
137-47. 

*?D. Hamberg, “Full Capacity vs. Full Employment Growth,” Quart. Jour. Econ., Aug. 
1952, LXIV, 444-49. 

*H. Pilvin, “Full Capacity vs. Full Employment Growth,” Quart. Jour. Econ., Nov. 
1953, LXIV, 545-52. See also Harrod’s and Domar’s comments in the same issue of this 
journal, pp. 553-63. 
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other hand, contends that if the economy has a “normal” production function 
the rate of income growth which is the full capacity rate is necessarily also the 
full-employment rate.* Evidently (as pointed out by Pilvin) this issue cannot 
be resolved until the shape of the input-output relationship is examined and, 
indeed, until the meaning of the term “normal” production function is clari- 
fied. 

I. The Aggregate Production Function 


Obviously, an aggregate production function can have no meaning except 
as the resultant of the production functions of the various firms. To derive its 
shape, then, we shall start from the production functions of the individual 
units. But, like most growth theorists, we shall assume that the economy’s 
output relationship depends solely upon the aggregate amounts of factor sup- 
plies, so that a redistribution of inputs among firms (at each output level) 
will not alter the national product. Surprisingly enough, this method of analy- 
sis yields quite definite restrictions on the shape of the aggregate function. In 
particular it will be seen that the specification of total output as a function 
of aggregate labor and capital only is tantamount to the constraint that the 
production function must be linear and homogeneous in the inputs. 

To prove this assertion, let us suppose there are two firms® A and B using 
capital K and labor L to produce a single commodity y.° Let the subscript @ 
refer to the quantities of the factors used and the amounts of the commodity 
produced by firm A, and the subscript 5 to those of B. 

We can then write the total production function Y as: 


(1) Y = fa (Ka, La) + fo (Ko, Ls) 

But, if the total output is to be a function solely of the aggregate inputs, 
any transfer of factors among firms must have no effect upon over-all produc- 
tion. An incremental movement of capital (dK,) from firm A to firm B must 
then leave total production of goods unchanged. Consequently, 

(2) dy cK, dK, 
as the change in B’s capital is precisely that of A’s but in the opposite direc- 
tion. Since dK, is arbitrary, we may write: 


dK, = 0 


(3) 
0K, 
* Ibid., p. 550. In a recent, private communication, however, Pilvin restates his posi- 
tion to be “. . . that increases in factor inputs imply some one maximum potential output 


level (or rate of growth of this level); this is the level (or rate of growth) of effective 
demand required in order to absorb the entire product of labor and capital (as well as 
other inputs). This rate utilizes the inputs as fully as possible, given the various rates of 
factor increase and technological change.” In this article, we have adhered to Pilvin’s 
earlier formulation. 

* This proof may be extended to apply to any number of inputs and firms. Alternatively, 
commodity y may be visualized as a basket of different goods in constant proportions to 
each other. 

* By limiting ourselves to the consideration of one good, we are purposely by-passing 
the index number problem inherent in the aggregation of physical products. 
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But the left-hand side of (3) is a function of the resources of A only, 
while the right-hand side depends solely upon B’s. Hence, both partial deriva- 
tives must be equal to a constant. 

In a similar manner, it can be shown that the partials of the production 
functions of firms A and B with respect to their own labor inputs are also 
a constant. Therefore, the output relationships of both firms are linear. Since, 
in addition, no product can result with zero inputs, they must also be homo- 
geneous in capital and labor. Consequently, the aggregate input-output rela- 
tionship is: 

(4) Y = Y,K + Y.L 


where K = K, + Ky, L= L, + Ly; and ¥;, ¥2 are constants. 

Therefore, the assumption of an aggregate production function depending 
only upon the total quantities of factors used leads directly and inescapably 
to aggregate and individual production functions linear and homogeneous in 
the inputs. This result has been obtained in spite of the fact that no other 
limitations have been imposed upon the output relationships.” 

It is, at first sight, surprising that the simple hypothesis of aggregation 
should prove so restrictive. Implicit in our use of aggregates, however, is the 
assumption that the distribution of capital and labor among the various firms 
does not affect total output; that is, that a shift of any quantities of capital 
(and/or labor) from firm A to firm B will leave total output unchanged. 

Firstly, since incremental movements of any factor among productive units 
are assumed to have no influence upon total output, the marginal products of 
each factor must be the same for all firms. While this weak constraint is one 
of the usual equilibrium conditions for an exchange economy with a single 
product, it has been derived here without any reference to the state of the 
factor market. Furthermore, due to the fact that even a finite displacement 
of factors from one firm to another will not alter total production, the marginal 
product of each input must be independent of the quantity of the factor em- 
ployed by the firm. Otherwise, a redistribution of factors among firms would 
change individual outputs in such a way that the total product would not 
remain unaffected. Finally, constant returns to scale must prevail, both for 
the individual firm and for the industry, as the transfer of any combination 
of capital and labor among firms cannot modify the total product. No external 
economies or diseconomies can exist. 

All these limitations, which follow merely from the assumption that the 
distribution of inputs is irrelevant for the determination of total output, can 
be met, as pointed out above, only by a linear and homogeneous output rela- 
tionship. But this type of function has some further implications with respect 
to equilibrium growth. In the first place, the system is unstable with regard 
to any deviation of factor prices from the values of their respective marginal 
products. For, under these circumstances, there will be a persistent tendency 
to utilize either all or none of the entire available stock of each factor service, 
and consequently, discrete variations in output would follow. Moreover, the 


"Except that the functions be continuous, and have continuous derivatives. This proof 
has been simplified by Robert Dorfman. 
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quantities of capital and labor used by each firm are entirely indeterminate,* 
as the marginal products of each factor is constant. The consequent fluctua- 
tions in the size and number of firms would provide an additional source of 
instability in aggregate investment and output. 


II. Does Full Capacity Imply Full Employment? 


In the previous section, it was shown that whenever total output is assumed 
to be functionally related only to the aggregate quantities of capital and labor, 
the production function must be linear and homogeneous. But precisely this 
assumption is usually made in growth economics.® In particular, since Pilvin 
did not specify the distribution of inputs among firms, his “normal” produc- 
tion function must take the form of equation (4). We can therefore use the 
output relationship just established to examine under which conditions the 
full-employment rate of income growth is also the one which fully utilizes 
capacity. 

Following Domar’s procedure,’® we will approach the problem through the 
familiar apparatus of demand and supply. The full capacity rate of growth 
must be such that the time rate of expansion of effective demand for output 
is equal to the time rate of growth of that output which can be supplied by 
additions to productive capacity. Similarly, the full-employment rate can be 
defined as the one that equates the new effective demand for output with those 
increments to output which can be supplied by the accretions to the labor 
force. Can a single rate of income growth be both the full capacity and the 
full-employment rate? 

To answer this question, let us again consider the total production function 


(4) Y=Y,K + 


By differentiation we get 
(5) dY = ¥,dK + Y,dL. 


In order to be able to determine which rates of income growth maintain full 
employment, we must distinguish between the amounts of capital and labor 
actually utilized in production (K and L) on the one hand, and, on the other, 
the quantities of these factors available at the market (K* and L*). The output 
which would result from the full employment of K* may be written as 


(6) Ye = Y,K* + Y,L. 
If, then, we start from an initial position in which both capital and labor are 


* Unless the amount of capital funds available to a firm is limited. See W. J. Baumol, 
“Firms with Limited Money Capital,” Kyklos, 1953, Fasc. II, pp. 119-31. 

* Consider, for instance, the following statement: “A unique warranted line of growth 
is determined jointly by the propensity to save and the quantity of capital required by 
technological ana other considerations per unit of total output.” Harrod, “An Essay in 
Dynamic Theory,” op. cit., p. 23. 


* Domar, op. cit., pp. 140-41. 
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fully employed, the increment to output (dY) generated by the enlargement 
of productive capacity resulting from the full employment of dK* is 


dK* = (Y,+ dK*. 


7) dK* 


In order for the actual rate of income growth fully to absorb the increment of 


output, we must have 
(8) dY = dYx. 


Defining, now, Y, in an analogous manner, and interchanging the role of 
capital and labor, we may write 
dY, dK 


(9) dY = dY, = aL aL* 


as the condition for the full employment of labor. Now, if it is desired that 
the actual rate of income growth maintain full employment and full capacity 
simultaneously, both (8) and (9) must be satisfied at the same time. Compar- 
ing (5), (6), and (7), it is apparent that the necessary and sufficient condition 
for this single rate of growth to obtain is 


(10) Y,dK + Y.dL = Y,dK* + Y.dL = Y,dK + Y.dL* 


which will be satisfied if and only if 
(11) dK = dK* and dL = dL*. 


In general, the addition to the available supply of labor and the rate of capital 
accumulation are imposed upon the economy without regard to the require- 
ments of production. If, then, a single rate of income growth is to absorb the 
entire incremental supply of both factors the various firms must be able to 
adjust their requirements for capital and labor in such a way as to satisfy 
equations (11). 

But are we free to postulate that the amounts of capital and labor used can 
always be equated to the quantities supplied in the market? If our differential 
production function (5) is the only restriction on dK and dL, the amounts of 
capital and labor utilized can be combined in any ratios whatever. In this 
case, it will always be possible to set the increments devoted to production 
equal to any additions of capital and labor which may be offered. Therefore, 
that rate of income growth which assures the continual utilization of full 
capacity will also guarantee full employment. If, on the contrary, there is an 
additional constraint on the way capital and labor can be coupled, either from 
the side of production or through limited flexibility of factor prices, only 
certain combinations of these inputs are permissible. Hence, the full-employ- 
ment rate of growth need not be equal to the full-capacity rate. 

We see, then, that Pilvin’s*? argument that a single rate of income growth 
may ensure full utilization of all factor supplies would be correct if no 


" Pilvin, op. cit., p. 550. 
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additional restriction is superimposed upon the production function.’* Ham- 
berg’s'* contention, on the other hand, would be valid if some such restriction 
did exist. 

In the versions of growth economics developed by Harrod and Domar, 
however, an additional limitation has usually been placed upon the output 
relationship. Specifically, these authors have assumed that the capital-output 
ratio is constant. With a function linear and homogeneous in capital and 
labor, the constancy of the capital-output ratio means that fixed proportions 
between the inputs must prevail.'* Thus, given dK (dL), only a definite 
amount of dL(dK) can be utilized. Consequently, since the amount of invest- 
ment uniquely determines how much of the increment to labor supply can be 
applied to production per unit of time (or vice versa), the full-capacity and 
full-employment rates need not coincide. The assumption of a constant capital- 
output ratio, therefore, leads to Hamberg’s conclusion in the simple case of 
two inputs. 

If more than two inputs are considered, the constancy of the capital-output 
ratio no longer implies fixed proportions but rather provides an additional 
relationship among the various factors. It should be stressed, though, that only 
accidentally will full employment of all resources be possible simultaneously 
in this case. For the specification that all factors be fully employed imposes n 
conditions upon a system of m inputs; namely, that the rate of utilization of 
each factor be equal to its actual rate of growth. These factors are, of course, 
related through the production function. If, in addition, the constancy of the 
capital-output ratio is assumed, we have n + 2 equations. But there are only 
n + 1 variables (dY, dK, dL, .. .), and hence the system is overdetermined. 
Harrod’s natural rate of growth is therefore not a full-employment rate for 
all resources if a constant capital-output ratio is also assumed. 

The foregoing arguments can readily be illustrated graphically, for the case 
of two inputs (Figure 1). Let us plot on the vertical axis dY/dK and dY/dK*, 
and on the horizontal axis dL/dK and dL*/dK*. In this representation the 
differential production function (5) is the straight line PP’. PP’ shows the 


relation between aK* and Tce It also shows the relation between TK and 


— when the amounts of capital and labor can be combined in any ratios 


whatever. If PP’ is the only restriction on the employment of factors, any 


* Pilvin’s contention would also be correct if technological changes accidentally were 
to alter the production functions of the firms so as to permit full utilization of all 
factors. 

*3 Hamberg, op. cit., p. 445. 

“For by substituting the constant capital-output ratio Y/K = Y; in the production 
function (4) we get 


L/K 


which is a constant. 
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point A along PP’ can represent a rate of income growth which fully utilizes 
both inputs. This desirable result is a consequence of our complete freedom 
to choose independently the incremental amounts of capital and labor to be 
utilized in production. 

The constancy of the capital-output ratio can be represented on the same 
graph by the horizontal line QQ’ which now shows the relation between 
dY dL ~ ; 
Ta and TK” There is only one point B (the intersection of PP’ and QQ’) 
which is consistent with the production function and which, at the same time, 
has the unique capital-output ratio. Only if the increments dK* and dL* are 
exactly equal to those at B will there be a single rate of income growth which 
fully utilizes both factors. Otherwise, one of the factors must remain un- 

employed. 


Ill. Conclusion 


It has been demonstrated that the use of an aggregate production function 
in which no consideration is given to the distribution of factors among firms 
requires (for consistency) not only that the output relationships of all pro- 
ductive units be identical, but also that they be linear and homogeneous in the 
inputs. As a consequence, the newer versions of growth economics, which 
feature the use of such aggregate relationships, are applicable only to an 
economic system in which the total output is linear and homogeneous in 
the total quantities of factors. 

With the aid of this kind of transformation function, it is possible to 
ascertain the conditions under which a single rate of income growth can main- 
tain full employment of all resources. If the production function were the 
only restriction on the utilization of factors, a single rate of income expansion 
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could fully absorb all the available resources. However, once an additional 
constraint is imposed upon the manner in which factors may be combined, no 
single rate of growth can simultaneously utilize all inputs.*® For instance, 
whenever the constancy of the capital-output ratio is postulated, or when 
factor prices have limited flexibility, at least one of the resources will generally 
be underemployed. Hamberg’s contention, therefore, that no one rate of 
growth can maintain full employment of all factors is certainly correct for 
those theories of economic growth which have assumed the capital-output 
ratio fixed. 

Another question of interest is whether this hypothesis of a constant capital- 
output ratio is consistent with a self-perpetuating equilibrium rate of income 
growth. Since this restriction results in some degree of factor unemployment, 
it will also lead to a decrease in the relative price of some instrument of pro- 
duction. If, now, it is capital which is in excess supply, even a slight elasticity 
of investment with respect to the interest rate will cause a substitution of 
capital for other agents of production. Alternatively, if there is an oversupply 
of one of the other factors, a positive elasticity of investment with respect to 
the interest rate will decrease the use of capital. In either event, the con- 
sequent change in the amount of capital employed will require a corresponding 
deviation of the rate of income growth from the equilibrium value. It is 
clear, then, that only if the rate of investment is perfectly inelastic with 
respect to the interest rate can the constancy of the capital-ouput ratio be 
compatible with the existence of a stable equilibrium rate of growth. Con- 
sequently, the usual assumption of a fixed capital-output ratio in growth 
theories must imply perfect inelasticity of investment with respect to the 
interest rate. 

IRMA ADELMAN 
ORLANDO LoBo* 


“ Except by a fortuitous combination of circumstances. 


*The authors are teaching associate and graduate student, respectively, in the depart- 
ment of economics, University of California, Berkeley. They wish to express indebted- 
ness to Howard S. Ellis, Robert Dorfman and R. A. Gordon for helpful suggestions and 
criticisms. 


Correction 


In the review of Histoire de la pensée économique au XXe siécle, Volume 
II, by Emile James (this Review, Dec. 1955, XLV, 967-68), it was mistakenly 
reported (but the error was not the reviewer’s) that Volume I had been re- 
viewed in the June 1952 issue. The earlier work was in fact an entirely separate 
one, The present treatise is a two-volume work, the first volume of which un- 
fortunately was not received by the Review. 
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Grundlagen der Betriebswirtschaftslehre: Vol. 1: Die Produktion, 2nd ed. 
Vol. II: Der Absatz, 1st ed. By ErtcH GuTensBerc. (Berlin: Springer 
Verlag. 1955. Pp xi, 391; xi, 440. DM34.50; DM34.60.) 


This comprehensive work is part of a well-known German encyclopedia 
started more than a generation ago. The Grundlagen will include three 
volumes; two have appeared, one covering production, the other sales. With 
the third volume, on the financial sphere, a complete survey of the field of 
Betriebswirtschaftslehre will have been achieved. This term, so specifically 
German in flavor, may be roughly translated as the “science of industrial 
administration,” or, perhaps, industrial economics. The author is professor 
of Betriebswirtschaftslehre at the University of Cologne. 

The first volume starts out with a description and analysis of the “factors 
of production,” classified as elemental factors (labor, means of production, raw 
materials) and disposing factors (planning and organization). The level of 
abstraction is fairly high, the treatment largely taxonomic. The second half of 
the first volume discusses production as a process of factor combination. Two 
different forms of the production function are distinguished. There is one type 
where proportions of inputs are variable in a fairly free manner and another 
type where proportions of inputs are not variable; the latter type is, in the 
author’s opinion, by far the more prevalent. Unfortunately the treatment of 
production functions, though revised for the second edition, is not wholly 
successful. The law of variable proportions is not always clearly distinguished 
from decreasing returns to scale. Furthermore, possible differences between 
long- and short-run functions, though discussed at a later point, are not 
clearly worked out; the variability of inputs does change with the period under 
consideration. 

An extended and stimulating treatment of cost follows. Numerous graphs 
showing different behavior of different kinds of cost and different adaptions 
according to change in output, technology, lumpiness of factors, etc., are 
presented. Important standard American theoretical as well as some empirical 
literature is used. Viner’s famous mistake about the envelope curve is correctly 
criticized (p. 303, referring to Zeitschrift fiir National Okonomie, Vol. 3) but 
no reference is made to the fact that Viner has since rectified his position. The 
theory of location is not discussed though there exists important German 
literature on the subject (A. Weber, Lésch). A few chapters on organization, 
especially decision-making, follow. 

The second volume begins with sales organization. There is a chapter 
on sales cost with references to selling cost as the term is used in economic 
theory, but no attempt is made to develop that theoretical tool. The bulk of 
the volume covers pricing under different market forms, or rather assuming 
diverse types of market behavior; the description of interrelations between 
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markets largely follows Triffin. Neumann and Morgenstern are mentioned but 
no attempt is made to apply their reasoning. There is a rich array of cases and 
subcases and some good, seemingly realistic examples. Chapters on product 
development and advertising complete the second volume. 

The approach of Gutenberg is somewhat different from what we have grown 
accustomed to in American literature. It would not be fair to compare his book 
with American textbooks in the field of price theory, and even less fair to 
compare it with monographs, or, for that matter, with the theoretical work of 
Schneider or of Stackelberg in the German literature. As compared with the 
widely used textbooks in management and marketing, the book aims at a 
much higher level of abstraction, shows a good acquaintance with economic 
theory, and a thorough willingness to set up a theoretical scaffolding around 
business practices. The student of marketing or management in this country 
can learn quite a lot from the perusal of such straight economics. There is a 
wealth of examples and applications to specific situations, though very little 
empirical material. From the literature used it seems apparent that the main 
analytical development has taken place in the Anglo-American literature and 
the emphasis is placed accordingly. Two- and three-dimensional graphs are 
frequent. As the volumes are written with the average Continental high-school 
graduate in mind, simple differential and integral calculus is freely used. The 
language is not simple, yet, as German books go, not unduly difficult. The 
work will repay reading by anybody not fully familiar with our theoretical 
literature though it ought to be read with care and discernment. It will be of 
real concern to those specifically interested in the application of standard 
theory to the manifold and varying conditions of different types of firms. Our 
marketing and management literature has to my knowledge no comprehensive 
work on this level of abstraction. Joel Dean’s excellent Managerial Economics 
is in its way preferable, but it is more restrained in the use of theoretical 
tools and much more closely connected with empirical data; hence Gutenberg 
merits a distinct place on the shelf of the marketing or management specialist. 

WALTER FROEHLICH 

Marquette University 


Saggi bibliografici e storici intorno alle dottrine economiche. By Luict E1n- 
AupI. Storia ed economia, Vol. I. (Roma: Edizioni di Storia e Letteratura. 
1953. Pp. xiii, 367. L. 3.000; $4.84.) 

This collection of essays from the pen of Luigi Einaudi is an invaluable 
contribution to the history of economic thought. From the methodological 
viewpoint we are glad to know that, as in his former works, Einaudi refrains 
from the habit so inveterate in other authors, of tagging economists according 
to whether or not they fall into the petrified and petrifying classification of 
mercantilists, physiocrats, etc. Italy, due to her lack of political unity, did 
not develop economics as an administrative science and thus, to some extent, 
protected her economists from being pigeonholed in the traditional way. In 
Einaudi’s treatment each author retains his full scientific individuality and 
identity. For Einaudi the principal basis for an historical synthesis is not an 
author’s adherence to a “system,” but the emphasis which that author places 


| 


422 THE AMERICAN ECONOMIC REVIEW 


upon theoretical problems of specific economic relevance, such as that of 
value, or that of monetary theory, or a logical connection of both of them. 

It is regrettable that lack of space makes it impossible to do full justice to 
this splendid volume. In the most elaborate of the essays, that treating of 
Galiani’s Della moneta (1750), we find all the derivatives and corollaries of 
marginal utility analysis. Galiani, who uses the modern technique of models, 
operates with successive approximations, and anticipates Gossen, Jevons and 
the Austrians in his theory of a hierarchy of goods, their substitution, and the 
law of diminishing utility. In his monetary theory he studies the social conse- 
quences of the depreciation or appreciation of money and throws new light 
upon the problem of bimetallism. We further find in Galiani’s Dialogues 
(1770) a passionate diatribe against the physiocrats. By attacking their drive 
towards generalizations, their objective value concept, their contractualism, 
their all-pervading Cartesian dualism, Galiani lays bare the philosophical roots 
of his antagonistic attitude—it is Vico vs. Descartes. 

Einaudi, in his essay on Adam Smith, reports on the development of a pre- 
Smithian liberalism in Italy. Herein he attempts, in what is a bibliographical 
masterpiece, to prove that Adam Smith’s library contained an imposing num- 
ber of Italian books on economics, and he calls attention to the fact that around 
1790, Adam Smith’s Inquiry of 1776 had already found full recognition in 
Italy. 

The French sociologist Frédéric Le Play is the subject of another essay. Le 
Play became famous as the initiator of “family budgets.” He drew a sharp 
line of demarcation between the leading, or directing, class and the élite, or 
elect, class, emphasizing as criteria of an élite the practice of moral law and 
devotion to the public interest. 

Einaudi records a growing interest on the part of Italians in their classics, 
especially in Francesco Ferrara, and enthusiastically suggests a national edition 
of Ferrara’s collected works. In Italy at present new editions of dispersed or 
unedited writings of Pareto, Pantaleoni, Barone, and others, are in prepara- 
tion. This suggests a significant trend. 

We are indeed indebted to Einaudi for his illuminating synthesis of the 
past, for his imposing wealth of documentation, and for his imaginative filia- 
tion of ideas. In reading these papers, one senses the presence of an intellectual 
and sympathetic affinity between Einaudi and the subjects of the essays, 
which doubtless explains his intuitive perceptiveness in evaluating them and 
their works. 

LouIsE SOMMER 

Washington, D.C. 


The Crisis of the Middle Class. By Henry Grayson. (New York: Rinehart. 
1955. Pp. xv, 172. $2.75.) 

Maybe this is not the author’s best effort. The notion, not a new one, that 
economic initiative and therefore social progress are threatened by business, 
labor, and governmental collectivism grieves him unnecessarily. The morning 
newspaper reminds one, ever so casually, that tremendous new scientific and 
technological advances (atomic energy, jet propulsion) are opening prospects 
of production hitherto undreamed of. These new sources of power, by their 
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very nature, are apt to result from social discovery and lead to social control. 
Perhaps instead of social advance being incidental to individual striving, it is 
becoming the other way around. Could it be that the middle class is being 
prodigiously enlarged, not squeezed? Anyhow, we are not going to sail off the 
rim of the world by ‘reason of changes technical, political, or cultural which 
give us fuller command of physical and human resources. 

Dr. Grayson cries havoc in his closet; his fears will be dissipated if he 
issues more into the streets. Has the modernization of Russia proceeded from 
the cash drawer or from the public bureau? Did TVA (which fosters much 
private enterprise) spring from middle-class ambition and ingenuity, or from 
public need and public execution? Is there the faintest hope of turning our 
new economic competence to peaceful uses except through deliberate social 
action? 

This little book is praiseworthy in combining many fields of knowledge— 
sociology, anthropology, psychology, economics, political science, history. The 
method is better than the material or the manner of presentation. Some parts 
are commonplace to anyone likely to examine the book; other parts (e.g., the 
appendix summarizing phases of economic theory) are esoteric for all but 
the specialist. Where reporting should end and reasoning should begin is 
always a question. It could be that swift changes in the world call, at the 
moment, for more recital of facts before we may analyze to best effect. At this 
point the perceptive describer, as against the hard-thinking theorist, may 
have his uses. 

Broabus MITCHELL 

Rutgers University 


Wirtschaftswissenschaft von heute. Eim Uberblick tiber moderne 6konomische 
Forschungen. By WiLHELM WEBER. (Wien: Springer Verlag. 1953. Pp. 
218. DM12.—; $2.90.) 

This small book illustrates, better than many more voluminous studies 
could, the postwar resurgence of economic theory in central Europe. More 
specifically it offers a succinct review of theorems developed by the past gen- 
eration in German-speaking countries and also of the degree of absorption of 
English and American economic thought. It thus demonstrates that the tragic 
isolation of economic reasoning imposed on those countries by the totalitarian 
regime has come to an end. 

Yet the book may disappoint readers in two respects. Although originating 
from lectures at the University of Vienna and intended to serve as a guide 
to students, it does not make easy reading. Nor is there in the book the 
complete systematic treatment promised by its ambitious title. Instead the 
author prefers to deal with a great variety of selected problems ranging from 
theories of value, interest, money, international trade, balance of payments, 
forms of the market, location and social accounting to issues relating to 
economic systems, interventionigm and dirigism, socialist and welfare eco- 
nomics and the New Economics. Perhaps the casual order in which I have 
just listed the topics treated in the book even exaggerates the degree of sys- 
tematization achieved by the author. 

In various cases, the author gives no clear statement of his own views. He 
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likes to present his discussion of controversial issues in two stages, beginning 
with a paraphrase of recent theorems and later turning to a description of the 
small-arms fire or the artillery barrage which has been directed against those 
positions. Only by reading carefully “between the Maes" may we sometimes 
guess where the author stands. 

Fortunately this deficiency is not characteristic of his treatment of all topics. 
In dealing, for instance, with imperfect competition the author supports 
Stackelberg’s exposition in unmistakable terms. Reliance on general equi- 
librium analysis, he contends, enables us to shed more light on the interplay 
of the markets than partial equilibrium analysis could do. Stackelberg’s solu- 
tion seems more fruitful to him also from the point of view of applicability. 
He thus considers it to be the acme of the discussions on the forms of the 
market and even the final word, provided the argument is further developed to 
fit the needs of economic dynamics. 

In other areas, Weber follows the beaten path of the older and the younger 
Austrian schools. On various occasions he states his predilection for micro- 
economics and elaborates on the deficiencies of the aggregative approach. The 
objections raised against the Keynesian positions are those to be expected 
from a disciple of the late Hans Mayer. He subscribes also to Mayer’s view 
that the law of equalization of marginal utilities conflicts with experience 
(p. 8) and uses this position for a frontal attack on the hypothesis of a 
declining marginal utility of money income. This theorem, he believes, does 
not collapse because of the inapplicability of Gossen’s first law but because 
the law of equalization of marginal utilities is fallacious (n. 6, p. 103). 

The best sections of the volume are those dealing with monetary problems, 
with the interest rate and with socialistic and welfare economics. Particularly 
the last-mentioned section deserves high praise. Other parts are less illumi- 
nating. In dealing, for instance, with circular flow analysis, the author does 
not go beyond a sketch of the conceptual framework of social accounting. 
Methodological issues are neglected, as is Schumpeter’s contribution to this 
field. On the other hand, the summaries of Eucken’s morphological views and 
of Ritschl’s structural analysis of economic systems (Ch. 9) will be welcomed 
by many American students. 

In general, the level of analysis varies with the subjects under discussion. 
Although high standards prevail in the purely theoretical parts, political 
issues are sometimes oversimplified; for example, in the treatment of the 
relationship of monetary and fiscal policies, as to which there is no dearth of 
significant recent discussions. While the superiority of fiscal policy to mone- 
tary policy during periods of depression hardly needs any additional proof, 
many readers may hesitate to accept the sweeping proposition that, during a 
period of inflationary prosperity, monetary policy is “potentially stronger” 
than fiscal policy (p. 83). Also the exposition of interventionism and dirigism 
remains on an elementary level. 

Despite these and other possible criticisms the reader will be impressed by 
the author’s erudition, his careful formulations, and his ability to cover so 
much scientific ground in very limited space. Yet only writers of the highest 
caliber are able to condense their thoughts to such a degree without peril. Our 
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author seems unable to handle his subject without resorting to a heavy style 
and an overloaded sentence structure. By transcending the confines of a small 
volume he might have been able to broaden his analysis, to increase his power 
of persuasion, and, perhaps, to write a more readable book. 
Fritz Kart MANN 
The American University 


Our Expanding Economy. By Ratpu H. Biopcett. (New York: Rinehart 
and Co. 1955. Pp. viii, 973. $6.00.) 

A recent trend in textbooks on principles of economics is to restrict the 
subject matter in the hope that average students will gain some mastery of it 
rather than retain a mere conglomeration of hazy ideas. Such a book deprives 
the serious student of access to many of the tools needed for economic analysis. 
The student who grasps the 973 pages of Our Expanding Economy is not 
handicapped in this way. He can obtain the basis for knowing both what 
happens and why it happens. He is made conscious of how the interplay of 
variables affect the end result. He learns to consider economics both in micro- 
and macro-terms and in both the short and long run. He becomes familiar 
with basic concepts, and, by having his attention drawn to careful definition, 
can use the language of economics with precision. He is shown the application 
of principles to the problems of agriculture, monopoly, government finance 
and economic stabilization. He receives a clear and comprehensive introduction 
to international economics and gains some understanding of collectivism and 
how it operates today. 

Outstanding for its scholarship, breadth of coverage and balance in the 
treatment of the various aspects of economics, this book presents a fine 
integration of neoclassical economics with the more recent price theories and 
with income analysis. It also deals with those institutions as to which con- 
troversy is greatest and sound economic judgments most needed. Its descrip- 
tive material relative to economic growth gives unique strength to the discus- 
sion of production. 

The clarity of this book is a high accomplishment in view of the fact that 
the various aspects of the economy are so interwoven. Explanations in the 
text are adequate and lucid and are reinforced by a limited glossary. The 
student does not have the frustrating experience of meeting new ideas only 
to be told that they will be explained later on. The one exception is the dis- 
cussion of the optimum size of the firm, which occurs two chapters before 
the introduction of the concept cv. diminishing marginal productivity. 

The book requires study and careful reading because of the detail of its 
analysis. The style, although clear, is not attention-catching. It may be 
tedious and uninteresting for the average student, who wants neat, simple an- 
swers and lacks the patience to find out how answers are modified by each 
change in a variable. He may be so overwhelmed by details that he may fail 
to integrate the material and therefore receive from the course little to help 
him to understand the economy or to function effectively as a member of 
an economic society. Much of the detail will be welcomed by the serious stu- 
dent, but some is unnecessary for an elementary textbook. The examination of 
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Federal Reserve controls in the ‘twenties and provisions for note issue and 
eligible paper prior to 1933 seem superfluous. 

Suggested readings are exceptionally well selected to call attention to the 
most authoritative and pertinent works on the subject. They are not a mere 
display of the author’s erudition or an indiscriminate mingling of primary and 
secondary sources. The footnotes, on the other hand, are practically worthless. 
For pages at a time the reader will find nothing but an occasional ibid. and 
will have to go on a tedious hunt if he wishes to find the original citation. 
Sparing use of statistical tables prevents the book from becoming outdated 
quickly. However, the ability to read and understand statistical tables, to 
know the meaning of averages and index numbers and be able to change 
current money income into real per capita income is so vital for an insight 
into economics that omissions of this type are to be regretted. 

In general the value judgments are “middle of the road” and well sub- 
stantiated by economic principles. The author shows that progress and 
economic instability go hand in hand, although his verification is not as force- 
ful as that of David McCord Wright in A Key to Modern Economics. In a 
few places his judgments on highly controversial problems are made in a 
cursory fashion without sufficient evaluation. Examples are the endorsement 
of compulsory licensing of patents (p. 725) and the summary dismissal of 
the population problem (p. 71). 

The author seems at his best in the chapters on risk, price determination, 
rent and interest. He is to be especially commended for his integration of the 
classical and Keynesian theories of interest. The book is in no sense a mere 


revision of earlier writings, but it receives strength from the wide experience 


of its author in the writing and teaching of principles of economics. 
HELEN C. Potter 


Loyola University 
Chicago, Illinois 


Comparative Economic Organization. By ArtTHUR RoBERT Burns. (New 
York: Prentice-Hall. 1955. Pp. xv, 766. $7.50.) 

Only too often is a course in comparative systems a potpourri of topics, 
treated descriptively without much unity or depth. Professor Burns’ book can 
do much to correct this. Together with supplementary readings, it should help 
a student make his study of comparative systems a highly illuminating ex- 
perience—perhaps even the core of his undergraduate economics education. 
For Burns skilfully interweaves the three complementary fields of comparative 
systems, economic history, and economic growth. 

The preface observes that “the time has come to replace the study of 
‘economic systems’ by studies placing more emphasis on operating results 
and causes.” This guiding principle is what makes the present work stand out 
above the usual comparative systems text. By comparing different economies 
in terms of the over-all result of growth in national income, the subject-matter 
focuses on a central problem. In explaining international differences in na- 
tional income, Burns attempts to present a comparative study of “the major 
economic problems facing any economy, such as the selection of the frame- 
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work within which individuals shall participate in production, the regulation 
of the relative supplies of the different means of production, the arrangements 
affecting the extent to which they are utilized, and the devices affecting the 
distribution of the produce among individuals” (p. vii). The direct manner 
in which he treats these problems should appeal in a very basic way to the 
broad run of undergraduates who seem to be almost by nature empirically 
minded, policy-oriented, and prone to ask the “so what?” type of question. 
Instead of staying at the pedestrian level of examining only the structural 
characteristics of different economic systems—as most texts do—Burns has 
proceeded to the more significant matter of how and why the systems change 
over time. To some extent there is also an appraisal of the different goals of 
the system. 

More specifically, the book is divided into five parts: Introduction (2 chap- 
ters); Production (11 chapters); Productive Resources (9 chapters); Coor- 
dination of Production (4 chapters); and Consumption (5 chapters). The 
study begins by summarizing the presently available information as to relative 
“well-being” in different national economies; the remainder of the book at- 
tempts to provide a systematic explanation of these international differences. 
From a consideration of a large sample of economies, the student should be 
able to gain for any one economy some understanding of its structural char- 
acteristics (labor force, resources, industrial organization, currency and credit 
system, fiscal system, pattern of foreign trade), changes in these characteristics 
over time, the goals of the system, and an evaluation of the economy’s per- 
formance. The student may also recognize intertemporal differences in all of 
these for any one economy. In addition, through cross-section analysis he can 
also make intercountry comparisons on a wide variety of matters ranging from 
the production unit in agriculture to the scope of state activities. 

To allow such comparisons Burns summarizes in convenient form a large 
amount of data which permeate the entire study, giving it a solid empirical 
foundation. Indeed, the book can in many respects be viewed as a small-scale, 
but much more manageable, rendition of Woytinsky and Woytinsky’s World 
Population and Production. It may also complement recent theoretical studies 
of economic development such as Ragnar Nurkse’s Problems of Capital Forma- 
tion in Underdeveloped Countries and W. Arthur Lewis’ Theory of Economic 
Growth. Since it is in many ways the empirical counterpart of these theoretical 
works, Burns’ book is highly useful in enabling the student to bring empirical 
data to bear on the various theoretical aspects of economic development. 

Rare, however, is the reviewer who can restrain himself from offering some 
criticisms. In this case, the major complaint is that the author’s use of theoreti- 
cal analysis is sometimes uncritical and sometimes incomplete. In introducing 
the major problem of the book—international differences in well-being—the 
author tends to slide over the many pitfalls which preclude the equating of 
real national income with economic welfare. Another example of uncritical 
analysis is the author’s repetition of the Singer-Prebisch argument regarding 
the presumed deterioration in the terms of trade of primary producing 
countries (pp. 605-06). 

Examples of incomplete analysis take several forms. In discussing some 
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topics, Burns might have applied more theory to permit the reader to orient 
himself among the data and make them meaningful. In introducing other 
topics, the author begins with a causal statement such as “The productivity 
of agriculture depends on the nature of demand, the availability of resources, 
and the organization of agricultural production” (p. 52); or, “Production 
units influence production chiefly through their decisions on the use of 
resources, the pattern of their activities, and their size” (p. 65). But, after 
having made these statements, the author resorts mainly to a descriptive 
type of analysis, and fails to demonstrate fully the causality implied in the 
initial statements. Also, at times the theoretical analysis is so condensed as 
to be practically incomprehensible to a reader not already acquainted with 
the argument: for instance, the single paragraph explaining the meaning of 
an ideal allocation of resources (p. 42), or the brief discussion of factor 
proportions and productivity (p. 45). More significantly, although the dis- 
cussion is excellent in providing information on the structural characteristics 
of the underdeveloped countries, it does not adequately analyze the obstacles 
to their development, requirements for their development, and policies which 
might accelerate their development. As it stands, the comparative approach 
simply interprets development from the standpoint of many particular changes 
in factor supplies and in the structure of demand for products and factors, 
each particular change being considered more or less in isolation. This may 
well be a legitimate interpretation of development, but many might wish that 
Burns had also given more analytical attention to development as a process. 
To do this, one cannot merely classify and discuss separately a list of par- 
ticular developments. Such a procedure is only a prelude to the much more 
important tasks of establishing causal relations among these developments, 
acquiring insight into how a variety of particular changes mutually determine 
the course of real national income, and considering the operation of an 
economy as an integrated system evolving over time. 
GERALD M. MEIER 
Wesleyan University 


The Essentials of Economics: An Introduction and Outline for Students and 
for the General Reader. By Douctas C. Hacue and Atrrep W. STONIER. 
(New York and London: Longmans, Green. 1955. Pp. x, 173. $2.25.) 

The authors say their aim “is to explain the main generalizations of present- 
day economics in simple and straightforward language, using only those few 
technical terms which are essential for accurate expression” (p. v.). This they 
have done admirably in their compact little book, which follows supply and 
demand analysis through many ramifications and deals with monetary theory, 
public finance and international trade as well. 

A book as well done as this is bound to have its uses. An undergraduate 
major in economics reviewing for a senior comprehensive examination would 
do well to read it. Here also is good reading for the faculty colleague in an- 
other field who wants to learn something about economics. (If he has time 
for two books, a good complement is Heilbroner’s impressionistic history of 
economic thought, The Worldly Philosophers.) For the elementary course it 
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might be useful for (1) the rare student with an abstract turn of mind and (2) 
the instructor (as a demonstration that economic theory can be explained 
without diagrams or complex terminology). 

Its faults are not serious. One wonders that authors who found it worth 
while to include the acceleration principle, Hicks’ theory of the trade cycle, 
and the purchasing-power-parity theory have omitted marginal cost and 
marginal revenue. They have explained how the banking system creates money 
with greater brevity than the topic requires. Their caveat on p. 157 that 
“economists should always make it quite clear that their policy recommenda- 
tions are in no way ‘scientific’ ”’ ought to have been obeyed three pages earlier 
where they refer to devaluation as “‘a desperate remedy.” They put forward as 
generalizations statements which apply only to a brief historical period; in 
economics, it seems, generalizations may be based on a sample of one. The 
authors are too abstract to suit the needs of most American sophomores—he 
who does not already have an interest in economics will not acquire it from 
this book; and he whose interest is weak and uncertain may lose it. 

RENDIGS FELS 

Vanderbilt University 


The Price System and Resource Allocation. By Ricuarp H. Lerrwicn. (New 
York: Rinehart. 1955. Pp. xii, 372. $4.50.) 
This textbook undertakes to cover the fundamentals of price theory with 
a minimum of refinement and complication. Although a five- or six-hour intro- 
ductory course is suggested as student prerequisite, the text actually assumes 
little or no preliminary training. No resort is had to calculus. 


In areas traditionally associated with partial equilibrium analysis—con- 
sumer demand, pure competition and monopoly—the book is in the main a 
clear and satisfactory statement. Consumer demand is carefully treated via 
both cardinal utility and indifference map approaches. Doubtless to keep 
the closest possible parallel between them, Leftwich uses a two-good model 
in his cardinal utility chapter. By its close the two approaches become some- 
what tangled, with a discussion of income and substitution effects of price 
changes. Implicit in this is the Hicks-Samuelson treatment of substitutes; but 
Leftwich has already introduced the Edgeworth-Pareto definition (involving 
interdependent utility schedules). By the latter definition, his two goods are 
independent (a necessary assumption for simplified treatment); but this 
results in a discussion of substitution between two goods already declared to 
be nonsubstitutes. Oddly enough, the appendix to a succeeding chapter intro- 
duces a graphical illustration of the substitution effect (on an indifference 
map) which involves a change in the real income level, hence is not likely 
to be generally approved. The advantage claimed (that it reveals the con- 
sumer’s motivation more clearly) can hardly offset the fact that such a rea! 
income change is just what a “pure substitution effect”? should not include. 
But such errors (or unorthodoxies) are few. 

Leftwich uses both marginal product and isoquant treatments in discussing 
production theory. The latter approach might perhaps have been utilized 
more fully to demonstrate the production shift consequent upon a shift in 
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factor prices, and the derivation of the total cost curve. There are four chap- 
ters on pricing and output under various conditions of competition and mo- 
nopoly, three on resource pricing and employment, one on distribution theory, 
and a closing chapter on general equilibrium (somewhat cumbered by use of 
such essentially partial-equilibrium concepts aselasticity and short and long run.) 

It is perhaps to be expected that a text concentrating upon the traditional 
topics of microeconomic theory should be less satisfactory in extension to such 
matters as oligopoly. This is treated as a taxonomic problem, with emphasis 
upon collusive oligopoly. Most illustrations terminate in the monopoly solu- 
tion or some determinate variant thereof. The noncollusive case is recognized 
in a discussion of the kinked demand curve. Leftwich considers this case to 
have been overemphasized in oligopoly analysis; it “rests on a special set of 
assumptions regarding the behavior of rivals” (p. 248). No mention is made 
of the particular inadequacy of kinked-demand analysis in the context of price 
theory: failure to explain the particular price level at which the kink comes to 
be established. The chapter would be helped by clearer recognition of the 
fact that analysis resting squarely upon availability to the firm of a given 
price (pure competition) or a given demand curve (monopoly) is at least in 
need of amplification in situations lacking this property. It may be insufficient 
to suggest that “oligopolistic industries of the [noncollusive] variety are 
likely to progress toward a [collusive] relationship” (p. 249). 

Some readers may complain that reality is being squeezed to meet the 
convenience of static theory in such statements as that most demand curves 
(excepting that confronting the firm under pure competition) “range from 
highly elastic toward their upper ends to highly inelastic toward their lower 
ends” (p. 204). To assert that “evidence [criticizing marginal productivity 
analysis] has not been forthcoming and marginal productivity continues to 
occupy the center of distribution theory” (p. 330) hardly does justice to 
the complexity of this problem. A firm belief that static analysis covers all 
that is really essential in matters of demand, production and optimum output 
is far from unique; it is in keeping with this view that for efficiency optimum 
status should be given to pure competition in product and resource markets 
(p. 312 and elsewhere). But students who try to reconcile this conclusion with 
the performance of the United States during the past fifteen years (one which 
seems much more in harmony with Schumpeter’s views) might be helped by 
a more pointed reminder that the purely competitive optimum assumes a given 
total of resources, given techniques and given products. On this account, it is 
not always of direct application. This does not deny, however, the value of 
competitive analysis as an exercise in logical treatment. 

ROMNEY ROBINSON 

Federal Reserve Bank of Boston 


Economic History; National Economies; Economic Development 


Merchants, Farmers, and Railroads. By Ler Benson. (Cambridge: Harvard 
University Press. 1955. Pp. x, 310. $5.50.) 


Most accounts of the agitation for the control of railroads between 1850 
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and its culmination in the Interstate Commerce Act of 1887 have stressed 
the spectacular movement which led to the passage of the radical Granger 
Laws and the resulting Supreme Court decisions of 1876, after which the 
influence of the Grange became of minor importance. In consequence the 
activities of other groups in this agitation, which not only initiated it but 
carried it through, especially those of the eastern mercantile interests and 
farmers—near the close even those of the railroads—have received scant 
attention. The importance of the activities of such groups was clearly recog- 
nized by Solon Buck in The Granger Movement (p. 230), but that was 
beyond the scope of his work. Hence this detailed, scholarly study of the 
struggle for control over the railroads which took place in the state of New 
York—the most important in any eastern state—fills in a serious gap in our 
knowledge of the general movement. Since it appears to have made exhaustive 
use of all the significant source material likely to become available, as is evi- 
denced by the 53 pages of unusually informative notes, it can also be con- 
sidered as definitive. 

The author declares that the central issue of the era was created by 
changes in transportation and communication which raised the “question of 
how the profits of the private-enterprise system were to be divided among 
various groups of entrepreneurs and how the system itself was to be best 
preserved” (p. viii). Merchants, railroaders, financiers, and farmers differed 
violently as to the division of profits, yet the assault on laissez faire was de- 
signed to protect property rights and the private enterprise system more 
effectively. The changes “forced the merchants and farmers of the Empire 
State to take the lead in the reform movements of the seventies and 
eighties” (p. 202). 

Though the detailed account of activities dealing with transportation, to 
which most of the book is devoted, starts with 1873 the background of de- 
velopments after 1850 necessary for an understanding of the situation con- 
frontiag the state in the ‘seventies is briefly described. This includes the 
growth of trunk lines and early rate wars with their reactions on different 
interests, the competition of the Erie Canal, the rise of the demand for pro 
rata rail rates to protect eastern farmers, which is called the first sectional 
move against railroads, and the failure to secure any really effective state 
legislation. The organization of the National Board of Trade in 1868 re- 
sulted in commercial groups, especially those in the inland or coastal cities, 
dominating the agitation for railroad control until the Granger movement 
carried it to a climax after 1873. 

Developments during the ’seventies only made the railroad problems more 
acute. Trunk lines were extended, rate wars became more desperate, pooling 
agreements constantly broke down, New York merchants found the port 
differentials were diverting their trade elsewhere, the corruption in the. finan- 
cial management of various roads was disclosed, and the depression after 
1873 aggravated the troubles of all groups. The record of the agitation in 
New York then becomes most complicated. There were conflicts between the 
larger economic groups and conflicts within each group. A series of organiza- 
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tions, local or nearly national but usually of brief influence, sought support 
for various programs of action. Following the rapid decline of the Grange 
the farmers turned to the Alliance, but in New York it disappeared in 1881 
and the National Anti-Monopoly League was then organized to carry on the 
fight on the railroads, only to be disrupted in 1883. More enduring was the 
National Board of Trade which admitted the New York Cheap Transporta- 
tion Association to membership in 1875 so that “New York merchants con- 
stituted the single most important group behind the passage of the Inter- 
state Commerce Act” (p. 212). But it took time to educate the different 
groups as to what should or could be done. 

By the late ’seventies this process had reached the stage where there was 
a fairly general realization that regulation by the federal government was 
essential. By this time, too, many railroad men had become convinced that 
some form of federal control was needed. Though Reagan had introduced a 
bill for control as early as 1877 it seemed impossible for Congress to secure 
agreement on any bill. The final impetus to action came following the break- 
down of the pools in 1881, the resulting rate wars, the effects of the panic of 
1884, and the declining price level. After 1882 “it seems more accurate to 
say that the near anarchy characterizing the American railroad system . . . 
rather than the activities of individual organizations or groups forced the 
country to adopt regulation” (p. 230). Furthermore, the common view that 
the act of 1887 was a victory of the “people” over the “‘corporations’’ ig- 
nores “many of the realities of contemporary American national politics, 
above all, many of the realities of American economics” (p. 245). 

A group of recent books, sponsored as this is by the Committee on Re- 
search in Economic History, have dealt with the relation of the government 
to the economy and the policy of laissez faire in various states before 1860. 
The book under review has added value in that it deals with “the first major 
challenge to laissez faire” (p. 246) on a national level. It is significant that, 
just as was commonly the case in the states, this challenge was not basically 
motivated by ideological principles. All leading participants “were so op- 
portunistic and so narrowly viewed in terms of self-interest that it is im- 
possible to discern any comprehensive, logically consistent ideological ap- 
proach to the railroad problem in the period” (p. vii). Similarly: “Ideology 
was an instrument of agrarian policy; it did not produce that policy” (p. 
105). Thus the outcome was a product of the pressure of events and the 
necessity for finding some compromise between the conflicting economic 
interests of many groups. 

CuEsTER W. WRIGHT 

University of Chicago 


An Economic History of England: The Eighteenth Century. By T. S. Aston. 
(New York: Barnes and Noble. 1955. Pp. vi, 257. $4.00.) 

This is the first volume of a series of five planned by the staff of the 
London School of Economics to cover the economic history of England from 
the Middle Ages to 1939. It reflects vividly the changes that are taking place 
in the field of historical scholarship. The institutional problems that stirred 
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the emotions of the Hammonds have receded into the background enough to 
cease to distract attention from the record of events. Even the Industrial 
Revolution has become a part of an organized narrative, so that it does not 
compete unfairly for space with the treatment of agriculture, commerce, and 
currency problems. The narrative achieves generality by skilful use of quanti- 
tative materials, and emphasis upon the primary structural features of the 
different branches of the economy. Recent special literature in books and 
periodicals supplies an extraordinary range of information, so that these 
chapters will be useful as a guide to reading and research. 

The plan of the volume is best suggested by the titles of the chapters: the 
people of England; agriculture and its products; internal trade and trans- 
port; manufactures, overseas trade and shipping; money, banking, and for- 
eign exchange; labour. 

The description of the people adds to the bare demographic record much 
careful comment on class structure and the relations between wealth and 
social growth. Agriculture presents few special problems. It is a judicious 
account of these much-discussed problems shorn of the heat of controversy 
and richly documented. There is much more material on inland and overseas 
trade than would commonly be found in a general history of the period on this 
scale. The description of the coinage system in the eighteenth century will 
be welcome to economists. It is an excellent statement of all the steps in the 
process by which gold and ultimately a gold standard displaced silver and the 
silver standard. The importance of discordant ratios between gold and silver 
among the various countries has in the past received much less attention than 
was desirable. There has been little discussion except in the special treatises. 
The description of the development of the Bank of England, the London 
banks, and the country banks is a fine example of compact and comprehensive 
statement. 

The chapters on manufactures and labor present more difficult problems. 
Divergences in the character and timing of development among the various 
industries tempts an author to survey the field by industries, or to be satis- 
fied with a selective treatment of textiles and iron. Ashton has achieved a 
broader treatment by emphasis upon the general features of the industrial 
sector; the scale of enterprise, geographical specialization, the progressive 
division of the tasks in the crafts and industries, the effect of increasing mech- 
anization on labor and capital, the legal structure of industrial enterprise, 
combinations, and the sources of new capital. So we have a description of 
movement in the industrial sector as a whole, in which the different industries 
appear as illustrative incidents in the general picture. 

A similar technique makes it possible to cover tHe essential problems of 
the working classes without slighting any industry, area, or group. The dark 
spots in the picture are not ignored, but they do not break down the general 
pattern. It is refreshing to have these human and social problems treated 
without distracting emotionalism, but presented with shrewd perception of the 
attitudes and needs of the actors in the drama. 


Apsott PAYSON USHER 
Harvard University 
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British Industry 1700-1950. By WALTHER G. HorrMaAnn. Transl. by W. O. 
HENDERSON and W. H. CHALoner. (Oxford: Basil Blackwell. 1955. Pp. 
xxiii, 338. 35s.) 

Henderson and Chaloner have followed their translation of Werner Schlote’s 
British Overseas Trade from 1700 to the 1930’s with a translation of Walther 
Hoffmann’s important study of rates of growth in the British economy since 
1700. The original, which was published in German in 1940, was prevented 
by the second world war, from circulating widely in English-speaking coun- 
tries. The present edition is valuable not only in presenting the text—particu- 
larly the description of the statistical processes—in clear and idiomatic 
English, but also in permitting Hoffmann to extend his indices from 1935 to 
1950. 

The book consists of four major inquiries. In the first of these, Hoffmann 
develops a trend of total industrial output, plotted on a semilogarithmic 
diagram and based on weighted averages of output of selected commodities. 
This method yields a smaller rate of growth than methods based on time 
series of production of coal, pig iron, and other inputs, which in Hoffmann’s 
view have led earlier writers to exaggerate British industrial growth. Hoffmann 
develops coefficients of growth representing the annual percentage increase in 
output and divides them into several periods. Between 1701 and 1781 he finds 
coefficients mainly below 2.0, but between 1782 and 1855 he finds them gen- 
erally between 3.0 and 4.0. The coefficients decline below 3.0 after 1855 and 
below 2.0 after 1877. 

Second, Hoffmann develops similar semilogarithmic projections of output 
for specific industries, based on official publications and an impressive col- 
lection of secondary sources. The producers goods industries show a higher 
mean coefficient of growth than the consumers goods industries between 
1781 and 1913 (3.4 vs. 2.4), but a lower one between 1923 and 1935 (1.7 vs. 
2.3). 

Third, Hoffmann correlates trends of individual industries and deduces a 
cycle of expansion and contraction in rates of growth in the economy of 
about 20 years duration. Sixty per cent of the cycles for industrial output as a 
whole had durations in a range from 18 to 23 years. Hoffmann wisely refrains 
from assigning a definitive cause to these fluctuations, but suggests that re- 
placement of capital equipment in many industries at intervals of about 20 
years acts both as a direct incentive to investment and as a stimulus to in- 
vention. He finds corroboration of this hypothesis both in a significant positive 
correlation between the number of patents issued and output of the producers’ 
goods industries, and in a significant negative correlation between number of 
patents and number of bankruptcies. 

Finally, Hoffmann generalizes upon the patterns of growth in individual 
industries and in the economy. With only four major exceptions (tin, paper, 
hempen goods, and tobacco products), he finds a tendency for output of in- 
dustries over time to plot a logarithmic parabola: to increase at an increasing 
rate, to increase at a decreasing rate, and then to diminish. He deduces a 


* Walther Hoffmann, Wachstum und Wachstumsformen der englischen Industriewirt- 
schaft von 1700 bis zur Gegenwart (Jena, 1940). 
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similar pattern for the increase in output as a whole. He finds an increasing 
rate from 1701 to 1820, a constant rate from 1820 until the middle 1860’s and 
a decreasing rate thereafter. He attributes this pattern to the industrial de- 
velopment of other nations, to increased costs of coal and other raw materials 
domestically, and to the reallocation of resources caused by the adoption of 
free trade in the middle nineteenth century. 

Hoffmann makes his principal contribution in his first and second investiga- 
tions. Although his growth indices are unlikely to cause any major revision of 
current opinions, they present economic historians with a source that may well 
become as standard as Silberling’s price indices. One may question whether 
the 20-year cycles discussed in the third section are of greater significance or 
usefulness than the shorter fluctuations to which scholars have devoted greater 
attention. As Hoffmann points out, the usefulness of his indices for the 
study of short-run fluctuations is limited by estimates based on inferences 
from indirect evidence in years for which no specific output data are available. 

Since Hoffmann has restricted himself in the main to presentation of his 
indices and minimized his excursions into controversies of causality in business 
fluctuations, criticisms of individual interpretive statements are facile, but 
only partly relevant. It is difficult, however, to accept the adoption of free 
trade as the primary cause of the decline in the rate of growth in the middle 
of the nineteenth century. At least in part, the declining rate of increase must 
be attributed simply to the growth of the base on which the computation is 
made. Similarly, the historical association of deflation with unemployment and 
general industrial distress in the nineteenth century is likely to leave many 
readers unconvinced by Hoffmann’s contention that price level changes have 
been overstressed as a cause of industrial fluctuation. 

GrorceE W. HILton 

Stanford University 


The Industrial Revolution in France, 1815-1848. By AktTHUR Louis DUNHAM. 
(New York: Exposition Press. 1955. Pp. xii, 516. $7.50.) 

Words in the hands of historians often wear threadbare. An industrial 
revolution has been discovered in the thirteenth century, and the research of 
Professor Nef has placed England’s early industrial revolution in the sixteenth 
century. In the United States, if we trust a recent textbook, “there never was 
an industrial revolution in any sense of the word.” Yet France, according to 
Professor Dunham, experienced an industrial revolution in 1815-1848. He 
speaks of the “slowness of progress of the Industrial Revolution in France” 
(a phenomenon “well known”) and identifies the period as the “infancy and 
the beginning of adolescence of the Industrial Revolution.” Maturity was 
not attained until after 1860. If the label can be attached to any process of 
industrialization, early or late, slow or rapid, incipient or full-blown, “in- 
dustrial revolution”—as many have already said—must have outlived its 
usefulness. 

Semantics aside, The Industrial Revolution in France, first published in 
French in 1953, may be reviewed as a study of industrial development. Based 
largely on the testimony of those who witnessed this “industrial revolution” 
and recorded what they saw, Dunham’s contribution consists of a laborious 
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synthesis of a vast literature. His bibliography covers 35 pages, including only 
seven items published during the past decade. Missing are some of the con- 
tributions of scholars who have used the private records and public archives 
which circumstances compelled Dunham to ignore. 

The period chosen happens to be bounded by decisive political events, but 
Dunham realizes that economic change does not start or halt when the cap- 
tains and the kings depart. Inferiority of resources, the Frenchman’s attach- 
ment to farming as a way of life and the persistence of the domestic system, 
a love of beauty and contempt for large-scale production of “cheap” goods, a 
preference for “safe” investments over entrepreneurial risk-taking, bureauc- 
racy, tariffs, and legal restraints on business—these and other factors explain 
the nation’s relatively slow material advancement. France was not a backward 
country in this period. In less than 35 years coal production increased seven- 
fold and the output of iron rose fivefold. 

In view of the complexity of the problems and the paucity of data, which 
he frequently mentions, Dunham appears to be insufficiently critical in inter- 
preting monetary and cyclical phenomena. He accepts the statement that 
“the theory of cycles in France in the early nineteenth century had only been 
partly proved,” without identifying the theory in question. Later on, La- 
brousse’s thesis that crises originated in the agricultural sector is presented 
as “a significant statement of great utility by a scholar of great distinction 
well versed in the economic history of his country.” In 1825, trouble started 
on another horizon, as the new governments in Latin America floated loans in 
London and “sold mining stocks in payment”! In one place the author ob- 
serves that numerous issues of rentes “locked up too large a part of the na- 
tion’s capital”; ten pages later the rentes are (correctly) recognized as 
“devices for financing permanent improvements for the benefit of the country 
from the nation’s capital invested in government bonds.” Scarcity has always 
been the earmark of capital, but Dunham finds it “impossible to say whether 
capital in France in the period 1815-48 was scarce or not.” Public distrust of 
banks and paper money is held responsible for the inadequate expansion of 
bank credit to finance economic development. For some reason no mention is 
made of the fact that in 1816-47 discounts of the Bank of France increased 
from 426 million to 1,617 million francs, while the note circulation rose from 
69 million to 251 million francs. Despite the secular growth of real national 
income, “little if any of the increase . . . ever reached the workers, because it 
was absorbed by the bourgeoisie.” Taken out of context, these passages reflect 
the author’s thought imperfectly; but to me they are not unrepresentative of 
pitfalls from which he does emerge, although not always very convincingly. 

Ropert S. SmMitH 

Duke University 


Essays in Economic History. Edited by E. M. Carus-Witson. Reprints edited 
for the Economic History Society. (London: Edward Arnold, Ltd. New 
York: St. Martin’s Press. 1954. Pp. viii, 438. $10.00.) 

This volume, prepared as a project of the Council of the Economic History 

Society, reprints twenty-two articles selected by one of its subcommittees. The 
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intention was to make accessible articles that have been much in demand and 
not to create a “representative view of recent work in economic history.” That 
this is so becomes apparent when one examines the criteria of selection used. 
First, all the articles are taken from either the Economic History Review, pub- 
lished by the Society since 1927, or from Economic History, published 1926- 
1941 by the Royal Economic Society. Since 1948, the Royal Economic Society 
has had editorial and financial connections with the Economic History 
Review. 

Second, the articles were all taken from the first twenty years of these 
journals, 1926-1946. Each author was invited to add a brief postscript on 
later research on his topic. Three availed themselves of the privilege. Bever- 
idge recommended additional study of his price history data now deposited 
in the Institute of Historical Research in London. E. M. Carus-Wilson 
reported the discovery of an earlier fulling-mill but held that her conclusions 
were still valid. R. H. Tawney has appended a reply to Trevor-Roper’s 
criticisms of his “The Rise of the Gentry, 1558-1640” in which he holds his 
conclusions substantially unchanged. 

Third, only articles were chosen which have not been substantially incor- 
porated in later published work. Finally, although it is not an avowed cri- 
terion, it seems apparent that the committee chose studies related primarily to 
British economic history. The articles not directly on that area are concerned 
with her principal rivals in the 17th and 18th centuries: the Netherlands, 
Spain, and France. 

The selections are arranged in the chronological order of their subjects and 
cover a variety of topics from the early Middle Ages to the late 19th Century: 
money, credit, agricultural yields and prices, growing industrialization, new 
commercial policies, the decline of principal rivals, shifting land ownership, 
the old poor law, population changes, the rise of the corporation, the “great 
depression,” and “the Empire.” The result is a book that is very useful not 
only for libraries but also for the teacher, who will find this volume a con- 
venience despite its limited field. If a mild regret be permitted the reviewer, 
it might be to deplore the exclusion, certainly an understandable one in terms 
of space and cost, of several interesting articles on the history and method- 
ology of the field of economic history. 

JosepH A. BatCHELOoR 

Indiana University 


American Economic Development. By HERMAN E. Krooss. (New York: 
Prentice-Hall. 1955. Pp. vi, 536. $6.00.) 

Professor Krooss has written another good economic history textbook, por- 
tions of which have been taken from The Origins and Development of the 
American Economy (1953), written with E. A. J. Johnson. What distinguishes 
this offering from many other current textbooks is its completely topical ap- 
proach. Krooss fortunately does not define this approach so rigorously as to 
exclude analysis of the interrelationships among the various topics. 

Between the introduction and summary, the successive chapters discuss 
national income and the business cycle, changing consumption patterns, land 
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policy and population, agriculture, the laborer and his unions, capital accumu- 
lation and financial institutions, business organization, industrialization, for- 
eign and domestic commerce, and the influence of war and of government. The 
chapter title, “The Expansion of Domestic Commerce,” is somewhat mis- 
leading, since most of the chapter traces the development of the transportation 
system, especially railroads, and not domestic commerce. Although the topics 
are well related to one another, the problem of balanced treatment is not so 
neatly handled. When an author adopts the topical approach he is vulnerable 
to criticism from those whose interests are vested in the underemphasized 
topics. This reviewer, for example, would question allotting as much space to 
foreign as to domestic commerce, and as much to commerce in general, in 
comparison with agriculture, labor or industry. 

Unity amid diversity is achieved through emphasizing the effects of each 
of the topics upon living standards. This theme is well developed in the chap- 
ter on changing patterns of consumption, to which subsequent chapters are all 
related. Dissatisfied with imprecise national income estimates as measures 
of economic progress, the author uses instead this “level of living” approach, 
which has the freshness of a new viewpoint and also conveys to the student 
a more meaningful understanding of our material advance than would tables 
of output and income statistics. Some historical statistics are woven into the 
textual material. Although some figures may seem unimportant (e.g., those on 
bathrooms and bathtubs, p. 67), they do make the text more interesting. 

The analysis of secular changes in the composition of the labor force is 
particularly well done. The history of organized labor, however, is cut and 
dried, and some important topics are handled much too briefly. The A.F.L.- 
C.1.0. split in 1935, for example, is covered in two sentences, with little 
attention to causes or implications. 

The author possesses admirable facility for describing the historical play of 
economic factors, and also provides valuable insights into the historical 
process. His analyses of the changed nature of the business cycle as our 
economy shifted from an agrarian basis to an industrial basis, and of the 
weakening of the concept of market-determined prices as finance capitalism 
replaced industrial capitalism, should greatly stimulate classroom discussion. 

Too many economic history textbooks bear the hallmark of the historian; 
however Krooss capably uses the economist’s tools. The chapter on capital 
accumulation, in particular, maintains a high level of economic sophistication, 
especially in the analysis of the effects of changes in savings and investment 
upon national income. 

It seems fashionable for the reviewer to quibble with either the author, the 
editor or the proofreader. This reviewer is not above fashion. In various places 
(e.g., pp. 74, 139), prices are quoted, but it is difficult to tell whether they are 
in current or constant dollars. On page 107, the “edict of 1935” is not 
defined; on page 221, the author must have meant to say “. . . real per 
capita wealth increased by less than 1 per cent per year,” rather than 
“.. real per capita wealth was less than 1 per cent per year’; and on page 
21, the author should have said “. . . there were fewer dollars of income 
available,” rather than “. . . there were less dollars of income available.” 
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The relatively short length of the book, even for a semester course, has the 
advantage of permitting flexibility. The instructor may add supplementary 
readings in those areas deserving further attention.“ Although there is no 
bibliography, footnotes containing suggestions for additional reading are 
found near the beginning of the discussion of each topic. Expository footnotes 
are happily held to a minimum. There is an adequate index. 

Although the author’s rapid pace results in occasional oversimplification, his 
lucid style, the large number of useful photographs illustrating changes in 
production techniques and consumption patterns (could photographs be the 
new trend in textbook writing?), and the judicious handling of controversial 
topics should make this a suitable textbook for a one-semester, first course in 
American economic history. 

Rosert E. WILL 

University of Massachusetts 


Promoting Economic Development: The United States and Southern Asia. 
By Epwarp S. Mason. (Claremont, Calif.: Claremont College. 1955. 
Pp. 83. $2.75.) 

This short book consists of three chapters, the first two delivered as public 
lectures in 1954. In Chapter 1 Dean Mason faces the question of whether 
United States economic assistance to underdeveloped areas should be ended, 
contracted, or expanded. (1) He rejects humanitarianism as a reason for 
assistance. Private aid can create a reservoir of good will useful to the U. S. 
national interest, so long as the national interest of this country and of the 
foreign country aided do not diverge. But governments do not act to any 
considerable extent from humanitarian motives, he argues; and _ besides, 
philanthropy aimed at serving self-interest would be suspect and so would 
fail of its goal. (2) Should we extend aid because the American economy 
cannot grow and flourish in a poverty-stricken world? Mason finds that 
though growth and prosperity in other countries favor growth and prosperity 
in the United States, the link is not sufficiently close to justify an expen- 
sive aid program. We can get more for our money at home. (3) Mason 
does find economic aid to underdeveloped areas, especially to South Asia, 
justified because through it the safety of the United States will probably 
be increased. Such high hopes of democratic advance have been gener- 
ated in South Asia that a failure of the democratic regimes of the area to 
achieve considerable progress would endanger their continued existence. The 
Communist threat is both military and ideological. Mason favors our build- 
ing positions of military strength in cooperation with countries like Pakistan. 
He feels we should give economic aid not only to such countries, but also to 
neutralist countries like India, Ceylon, Burma, and Indonesia, who refuse 
to join the Southeast Asia Treaty Organization. Our aid will make the 
neutralist countries better able to defend themselves, militarily and ideo- 
logically, against Communist expansion, even though they don’t share our 
views as to how our joint security can best be promoted. 

We cannot be certain that our economic aid will bring about the viability 
of democratic governments that we want. The case for aid is a judgment on 
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probabilities. One element in that judgment is that without our aid, eco- 
nomic development in South Asia will be inadequately slow, and that with 
it, development can be speeded up considerably. 

Mason comes to this view in Chapter 2, “The Conditions of Economic 
Growth.” He divides the causes of United States economic growth into five, 
and compares them with Asian conditions. (1) The fraction of national in- 
come saved and invested is relatively high in our country, low in Asia; and 
Asia’s smaller proportion is partly forced by taxation and government deficit 
financing. (2) The research and development that in the United States turn 
out every year new processes and new products hardly exist in Asia. (3) Our 
habits and institutions are adapted to mobility and change; tradition and 
inertia characterize much of Asia’s economic life. (4) The United States 
resources-to-population ratio has been favorable to economic growth; South 
Asia contains some of the most heavily populated areas of the world. (5) Al- 
most all Americans strongly desire economic betterment for themselves 
and their children; Mason feels this is not clearly true in Asia. 

How can Asia’s obstacles to economic growth be overcome? First comes 
the problem of raising the quantity of saving and investment. Mason feels 
these countries are handicapped because they reject both the 19th century 
U. S. method (a high rate of private reinvestment of private profits, no high 
income and inheritance taxes, no heavy welfare payments from the state to 
the poor, no strong trade unions to limit business decisions and demand a 
share of profits), and the Soviet method (price fixing, wage fixing, heavy 
taxing of consumers, emasculation of trade unions, heavy public investment). 
But their democratic middle road, with much reliance on taxation and public 
investment, Mason reasons, still can raise investment considerably. 

The governments of this area are taking and will take a much more active 
role in economic development than did the U. S. federal and state govern- 
ments of the early 19th century. There are several reasons. South Asian 
businessmen are mainly interested in trade, money-lending, and real estate 
speculation. There is much anticapitalist sentiment, and government is the 
only agency that can provide social capital and effect basic agricultural im- 
provements. 

But the burdens of economic development are falling on governments that 
are generally less able to shoulder them than the governments of the West. 
Not all South Asian governments have efficient civil services. Mistakes will 
be made and resources will be wasted. The growth of total production will 
be slower than development plans call for. And rising per capita income is 
threatened everywhere in South Asia by population pressure. Mason con- 
cludes that “these countries are not going to get very far very fast without 
outside assistance, and that means mainly from the United States.” 

The final chapter takes Pakistan as an example. Pakistan is mainly agri- 
cultural; per capita incomes and investment are low, population is dense in 
comparison to resources, and is rapidly growing. The government is com- 
pelled by lack of private business talent to take a very active role in in- 
dustrializing, though it is hampered by foreign exchange scarcity associated 
with overvaluation of the rupee, and by heavy military outlays. Mason 
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places the highest priorities for development on power, agriculture, and effec- 
tive utilization of un- and underemployed labor. One remarkable estimate 
stands out in this chapter: U. S. aid is said to be one-third of Pakistan gov- 
ernment resources for development and about two-ninths of total net invest- 
ment. Pakistan has the advantage of a highly effective nucleus of civil 
servants trained under the British; but compromises between secular and 
religious interests on the one hand, and between East and West Pakistan on 
the other, have been continuing problems. 

The book is steadily reasonable in approach and emphasis. The following 
are four minor criticisms: (1) “Underdeveloped” is defined to mean simply 
“poor” (p. 9). Something nearer the conventional definition is, I think, more 
convenient: perhaps “poor but with substantial capacity for raising output.” 
The poverty of the Sahara and Baffin Island is not a problem in the sense 
that the poverty of South Asia is a problem. (2) Are totalitarian regimes 
really efficient developers, as is argued on page 6 and pages 44-45? The 
Soviet specialists of the 1952 symposium (Abram Bergson, ed., Soviet Eco- 
nomic Growth) seem in fair agreement that there has been rapid progress 
in Soviet industry, stagnation in agriculture; and that industrial progress is 
not due so much to a high rate of investment as to the direction of invest- 
ment—into industry and away from housing and consumer industries, which 
return a smaller increment for a given investment outlay. If these views 
are right, should reference to Russian development be focused on the ability 
of a dictatorship to squeeze consumers (p. 44)? (3) Do people in South 
Asia have less individual desire for economic betterment than we, as is 
argued on pages 40-41? From my own experience, mainly in Ceylon, partly 
in India, I would say “no.” They seem to me to have at least as much desire 
as we do to get ahead individually, maybe more. The issue the individual 
faces, within the limitations of his economic and cultural environment, is 
how. (4) Mason intends his assessment of the prospects for economic growth 
to be a sober one. Maybe the over-all effect is a bit too sober. Although his 
hard-headed taking-into-account of all factors is impressive and desirable, I 
would emphasize more the three great advantages the underdeveloped areas 
have: they can make use of the techniques, and also of the savings of de- 
veloped economies, and they intensely want economic advance and know it is 
possible. European people of three to five hundred years ago had none of these 
advantages. /f population growth is checked and if war and disorder are 
held to moderate levels, economic progress is inevitable. 

The book is designed for the layman. It is businesslike and concise in 
style, temperate and fair in its conclusions. It is an excellent brief study. 

THEODORE MorGAN 

University of Wisconsin 


Capital Formation and Foreign Investment in Underdeveloped Areas. By 
CHARLES WOLF, Jr. and SipNEy C. Surrin. (Syracuse: Syracuse Uni- 
versity Press. 1955. Pp. viii, 134. $3.00.) 

This is an unusual little book, in that studies of this kind seldom get be- 
yond mimeographing. It is a survey of research-in-progress in the field of 
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capital formation and economic development, together with “an analysis of 
research needs and program possibilities,” and was prepared from a study 
supported by the Ford Foundation. 

The chief substantive findings are stated in 53 pages under three head- 
ings (in descending order of elaboration): Enterpreneurship and the De- 
mand for Capital, Technological Alternatives and the Optimum Use of Cap- 
ital, and Foreign Investment and Capital Formation. This part of the book 
is followed by an annotated bibliography of 46 pages, of which the major 
portion is a listing of relevant United Nations reports, including the hard-to- 
locate mimeographed documents, and is followed by 13 pages of selected 
books and journal articles, and three and one-half pages describing current 
research projects at the larger “centers” or “institutes.” Useful as this bib- 
liography is, it would really have risen above the library catalogue if the 
authors had also listed the unpublished studies and noninstitutionalized 
projects; but such an undertaking may be too much for the resources of 
even the Ford Foundation. 

This book aims beyond merely providing an inventory of some current re- 
search on economic development; it is also an attempt to “identify” fields 
requiring further research as well as programs that might immediately be 
implemented. Yet limitations of space and specialization are such that the 
treatment of each topic and the critique of each doctrine are inevitably brief 
and sketchy, and there is no attempt to draw conclusions on every issue con- 
sidered. A document of this sort would clearly be very useful to the internal 
operation of a great foundation, which must decide where to concentrate its 
encouragement and support. Issued as a publication, however, such a survey 
can hardly serve the same purposes, whether for the general public which is 
concerned with the broad social issues, or for the specialists who are already 
at work in this field. For the specialist, the informational portions of the 
book will certainly be a useful reference, although admittedly far from ex- 
haustive and likely to be quickly out-dated. Likewise, the lists of problems 
and issues should prove a gold-mine for graduate students seeking topics for 
dissertations. 

But the doctrinal portions of the book are more debatable. The authors 
are seeking “key resources” or “strategic factors,” and they come up with 
various suggestions for action and for research, especially for promoting 
“entrepreneurship” and for hunting out specific unexploited opportunities 
for investment. In general, they tend to lean away from the macro-approach 
with its large-scale undertakings, rather showing a preference for gradualism 
and small, simple, mostly private projects. In this respect they represent 
a strong and widespread present trend toward micro-approaches, a trend 
which in part is a practical reaction to the staggering requirements of re- 
sources, time, and social disturbance involved in the macro-approach, and 
in part is an expression of a major swing in social philosophy. 

It becomes important to recall, however, that the macro- and the micro- 
approaches need not be mutually exclusive, but may in fact be complemen- 
tary; also, that the success of various micro-projects may indeed prove to 
be dependent upon the provision of suitable social aggregates; and that these 
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aggregates in the field of economic development may prove to be about as 
irreducible as the corresponding aggregates in the theory of national-income 
determination. The possibility, at any rate, of such deep-lying relationships 
between micro- and macro-features is inherent in the doctrines of balanced 
growth, external economies, size of the market, social overhead capital, gen- 
eral-purpose foreign aid, the population cycle, and other macro-approaches 
to development, some of which get short shrift from Wolf and Sufrin. 

To rebut the macro-argument, it would be necessary to find micro-elements 
which are truly “strategic” in the sense of being: (a) manipulatable di- 
rectly, (b) capable of leading to cumulative growth, and (c) likely to yield 
growth at a tempo rapid enough to meet mounting social pressures and 
demands. Thus, there is some question whether “entrepreneurship” is di- 
rectly manipulatable; and whether specific direct investments (especially 
those by foreigners) will lead to a cumulative process of rapid development. 
To demonstrate such elements, and to decide for or against other major lines 
of approach, requires a far more adequate theory of the developmental proc- 
ess than any of us now possesses. 

EpwWIN P. REUBENS 

The City College of New York 


Energy and Society—The Relation between Energy, Social Change, and 
Economic Development. By Frep CottrEtv. (New York: McGraw-Hill. 
1955. Pp. xix, 330. $6.00.) 

Energy provides a useful theme for the study of social evolution by focusing 
attention on technology, the adaptation of the social framework for its as- 
similation, and the resources available to support it. The connection between 
the exploitation of energy resources and economic growth is obvious, as is the 
correlation between energy consumption and the level of per capita income. 
Professor Cottrell sketches the historical significance of energy conversion for 
human use from primitive food-gathering to food-raising societies, the advent 
of the sailing ship, and the development of steam power, electricity, and in- 
ternal combustion engines. The cluster of industrial societies around available 
energy supplies is described, the organizational problems of utilizing large 
amounts of energy are posed, and the difficulties of providing large masses of 
rapidly growing population with the resources and machines necessary for high 
energy consumption are underscored. 

Carried to its ultimate, however, this theme, like sex in psychiatry and the 
gold standard as a monetary panacea, can be misleading and confusing. Un- 
fortunately, at many points Cottrell carries his modus operandi with energy 
equivalents beyond the sonic barrier of sensibility. The book is replete with 
calorie input and output comparisons of hoe versus plow, coolie transport as 
against sailing vessel, and horse verses tractor. Frequently, these comparisons 
are between nonsubstitutive forms of resources, as between the forage con- 
sumed by animals and human food and between mineral fuels used in ma- 
chines and animal foods. 

The most serious shortcoming of the work lies in the fact that the author 
has insisted on equating energy with value; i.e., he has concocted an energy 
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cost theory of value. This leads to some very peculiar conclusions. “. . . More 
food and more energy can be produced from a unit of land without machines 
than with them” (p. 142). And “. . . if the objective is to secure support of 
the largest possible population, hand methods of intensive cultivation provide 
the answer” (p. 143). Had the author chosen to employ his energy compari- 
sons more modestly, he might have demonstrated a tool of some potency in 
quantifying historical relationships difficult to measure by other means. In- 
stead we have a potpourri of material, some expressed with unusual clarity 
and insight, built around a structure that cannot possibly support it. Occa- 
sional qualifications expressed here and there reflect an insufficient effort to 
keep the argument in perspective. The topical outline embraces the separation 
of corporate ownership from control, the weakening of family ties, and the 
Protestant ethic, among a host of others. The thesis that emerges is not 
altogether clear, although it seems to contain the further regression of the 
overpopulated backward areas and the development of regional political blocs 
around the concentrations of industrial power in the United States, Western 
Europe, and Russia. 

Moreover, the book is marred by other fallacies of varying import. The 
author eschews the usual explanation of interregional trade and develops his 
own, requiring “differences in energy costs between the areas, the existence of 
exportable surpluses, and the presence of values that are compatible with 
trade” (p. 59). He implies that initial capital accumulation in the past has 
usually required a decrease in consumption rather than having come from 
increments to output associated with the exploitation of newly discovered 
techniques or resources (p. 176). On occasion, he mixes labor productivity 
with land productivity (p. 150). Minnesotans will be surprised to find the 
Mesabi iron ranges in Michigan (p. 291). 

Oddly enough, an investigation dealing with the prospective as well as the 
historical impact of energy writes off nuclear power in less than one page. 
But it is precisely in the underdeveloped areas lacking fossil fuels that cheaply 
transportable atomic power possesses so much promise. Already the possible 
increases in coal costs have spurred the British into full-scale experimentation 
with the alternative source of energy. Consequently, one wonders if the au- 
thor’s concluding reiteration that the concentrations of high-energy society 
will continue to cluster around the great coal beds is not as much a daguerreo- 
tvpe of the last century as it is a blueprint for the future. 

RoBert S. ECKLEY 

Peoria, Illinois 


Formazione del Capitale e Politica Creditizia nello Sviluppo Economico. By 
FRANCO FEROLpI. (Milano: A. Giuffré. 1954. Pp. 118. L. 600.) 

Feroldi has written a concise, closely reasoned theoretical study about 
capital formation and credit policy in economic development. He examines 
the theories of many authorities in this field, such as Robinson, Nurske, 
Demaria, Keynes and others. In turn he studies these problems in under- 
developed economies, mixed economies (with prosperous and depressed re- 
gions, such as his native Italy) and rich economies with “maturity” problems. 
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The study is concerned with the formation of savings, the productivity of real 
capital, the influence of population and income distribution on capital forma- 
tion, the period of gestation of real capital, the equilibrium among productive 
factors, monopoly effects, credit policy and the contribution of economic rela- 
tions with foreign countries. This is an ambitious program for so small a 
book, so that Feroldi’s treatment is often abbreviated. Yet he has much to say 
of value. 

Of particular interest to the reader of this work outside of Italy, is the 
author’s analysis of his own “mixed” economy and the difficulties of getting 
investment from the richer regions in the north to the poorer sections of the 
south. Here he insists the government must act and acknowledges the very real 
contribution of foreign aid in helping to break the vicious circle of depression 
in these areas. Savings from the entire country should be used for development 
of depressed areas. Care should be taken that forced savings do not result 
in inflation and loss of real purchasing power. There must always be a bal- 
anced, intelligent and continuous economic development. 

According to Feroldi there are two uses of savings: hoarding and invest- 
ment. Hoarding, as used here does not apply to bank deposits, but banks can 
decide how “idle” these funds may be. His treatment is along Keynesian lines 
with close attention to hoarding in depressed and underdeveloped regions. 
Also in underdeveloped economies, extra funds are apt to go into real estate 
or into consumer and luxury spending which will not aid balanced economic 
development. Feroldi advocates government control of consumer spending 
under these conditions. 

“An increase in population requires an equal increase in the supply of 
capital in order to have a constant rhythm of economic development,” says 
Feroldi. Economic progress is not just industrial development. Many parts of 
the world need agricultural improvement first. The true aim of economic 
development should be an “increase in real per capita income which is much 
more important than a pure and simple increase in the stock of real capital.” 
Where possible, Feroldi claims, private entrepreneurs will judge and decide 
better than the government director of public works. 

Monopoly may prove to be beneficial in capital formation for some pur- 
poses, such as agricultural development in underdeveloped countries or in any 
economy where the monopolist is seeking lower costs. 

In foreign trade relations, countries must be sure not to export capital goods 
they need at home! Feroldi favors betterment in the terms of trade whatever 
the stage of economic development. In underdeveloped regions foreign capital 
can be of great advantage, provided home capital is used to the best advantage 
of the region. In countries with a large supply of labor, it is still desirable to 
import new machines such as road construction units, not so much for “labor 
saving” as “time saving” to get new facilities more rapidly. Foreign capital 
can improve labor income and local methods of doing things. 

Feroldi advocates more use of self-financing and specialized public financial 
institutions (such as Instituto Riconstructione Industriale, a left-over from 
fascism) which operate more or less under the wing of the central bank. 
There must always be continuous and intelligent qualitative control of credit 
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in harmony with the over-all investment program. Economic development, 
says the author, is helped by cooperation and assistance not by temporary 
policies of expediency. 
There is much to interest the non-Italian reader in this work in spite of the 
author’s sometimes involved treatment of economic theory. 
HENRY S. MILLER 
Queens College 


Economic Growth: Brazil, India, Japan. Edited by Simon Kuznets, WILBERT 
E. Moore, and Joseru J. SpENGLER. (Durham: Duke University Press. 
1955. Pp. xi, 613. $12.50.) 

This volume of papers bearing upon several aspects of the economic growth 
of Brazil, India, and Japan is the product of a research conference planned by 
the Committee on Economic Growth of the Social Science Research Council 
beginning in 1950, and held under its auspices in the spring of 1952. There 
were a number of reasons for the delay in publication until 1955. Authors were 
asked to revise their papers in the light of conference comments and criticisms. 
The three editors had to prepare introductory essays for their respective sec- 
tions. Finally there was some question as to whether the papers merited publi- 
cation, several having been omitted. 

While the papers were assigned and developed by committees of area spe- 
cialists representing diverse disciplines, they have been regrouped in the text 
under functional economic headings. Unfortunately the mere physical re- 
arrangement of the papers does not provide the comparability, the insights 
derived from contrast, nor the tentative generalizations, which the Committee 
had originally hoped to attain. Indeed it merely makes more starkly apparent 
the large variations in the quality, interests and approaches of the individual 
contributors. 

Part of the difficulty is due to the planning. It is not clear why even the 
prospect of comparability should have been entertained when the papers on 
Brazilian development, one on industry and the other on agriculture, were 
assigned respectively to a government area-specialist and a professional 
geographer; while the two on Japan, one on over-all growth and the other on 
the role of foreign capital, were assigned to formally trained economists. Some 
of the difficulty was also due to execution. The economic historian charged 
with responsibility for the Indian development paper felt impelled to review 
in detail all the earlier national income estimates, starting in 1867-68, only 
to conclude that all are unuseable. 

The first of the three parts into which the volume is dividéd dea!s with 
“Agricultural, Industrial and Related Economic Trends.” Kuznets writes the 
introductory essay on “Problems in Comparisons of Economic Trends.” 
George Wythe and Preston James contribute papers respectively on the indus- 
trial and agricultural development of Brazil, Daniel Thorner writes on India, 
W. W. Lockwood and E. P. Reubens on Japan. Kuznets naturally emphasizes 
“the problem of measurability.” While Lockwood, using the Nagoya indices 
(for 1894-1931, Hompo Seisan Suryo Shisi Séran, Bureau of Industrial Re- 
search, Nagoya Commercial College, Nagoya, 1933) and the Yamada national 
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income estimates (for 1883-1937, Nikon Kokumin Shotoku Suikei Shiryo, 
Tokyo, 1951), provides an approximation of the type of data Kuznets would 
like, no comparable historical series are presented in the papers on Brazil or 
India. Thus any possibility of contrasting, by quantitative measurement, 
records of economic growth is eliminated and Kuznets, in a disappointing 
essay, contents himself with some meager generalizations about methodology. 

One may question the whole focus of his philosophy when he answers 
“no” to the question, “Are we doomed to a completely skewed quantitative 
basis for analysis, in which only the later, more advanced phases can be 
studied because statistical ignorance shrouds the earlier phases. . . ?”” You can 
put ten of the world’s best economic statisticians to work on the Brazilian or 
Indian data, prior to say 1900, and the income estimates they are likely to 
develop, if any, in all probability will be practically worthless, because the 
statistical ingredients for such estimates are largely lacking. Even more im- 
portant than the waste of time and effort involved, however, is the question 
of what insights would be gained even if quantitative data could be assembled. 
Schumpeter defined economic development as “the carrying out of new com- 
binations”’ and in one of the most penetrating books' yet written on the 
subject, declared: “the slow and continuous increase in time of the national 
supply of productive means and of savings is obviously an important factor 
in explaining the course of economic history through the centuries, but it is 
completely overshadowed by the fact that development consists primarily in 
employing existing resources in a different way, in doing new things with 
them, irrespective of whether those resources increase or not” (p. 68). The 
best and most elaborate quantitative series will shed little light on why or 
how entrepreneurial innovations occur in one country and why they fail to 
occur in another. 

When Kuznets descends from the high plateau of broad methodology to the 
little gulley (at the end of his essay) of controversy as to whether gross out- 
put or output per capita is the better measure of economic growth, one can 
only reflect sadly on the excessive preoccupation with detail and technique. 
And, at times, when he wanders off into the nonquantitative, economic 
specifics of the papers, perhaps because paths are unfamiliar, he falls into 
serious error. For example, he speaks of “the failure to revolutionize the do- 
mestic food supply” in the case of Japan. In a fascinating study, entitled 
“Agricultural Productivity and Economic Development In Japan,” B. F. 
Johnston, of the Food Research Institute, Stanford, found that between 1880 
and 1920 Japanese food output rose 77 per cent. This expansion of domestic 
output outstripped the population growth (about 44 per cent over the period). 
The agricultural labor force decreased over the four decades and the in- 
creased output was achieved by improved techniques, almost all land-saving. 
Crop area, over the 40 years, increased by only 21 per cent, yields rose 46 
per cent, production rose 77 per cent, and output per farm worker increased 
by 106 per cent.? In view of the excellence and broad scholarship of the 


*“The Theory of Economic Development,” by J. A. Schumpeter, Harvard econ. stud., 
XLVI (Cambridge, 1949). 
* See Jour. Pol. Econ., Dec. 1951, LIX, 498-513. 
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Lockwood and Reubens papers on Japan it is difficult to see how Kuznets 
could go so far astray. 

Part II deals with “Demographic Factors and Economic Growth.” Wilbert 
Moore of Princeton writes the introductory essay on “Population and Labor 
Force in Relation to Economic Growth.” T. L. Smith does the paper on 
3razil; Kingsley Davis the one on India, and Irene Taeuber the one on 
Japan. While there is little in these papers that has not been said elsewhere at 
greater length, the section as a whole is the best organized and more nearly 
approaches the objective of making possibie tentative generalizations. Moore 
warns, quite appropriately, that “if major inroads are made on high mortality 
rates without a disproportionately rapid capital expansion in agriculture and 
industry, population growth may provide a retarding influence on economic 
development” (p. 236). He notes, hopefully, that “there is a growing body of 
evidence that the motivational resistance to fertility control in agrarian 
societies has been overstated” (p. 237). He concludes by stressing the im- 
portance of reduced fertility as a corollary to direct capital expansion in the 
strategy of economic development. 

The final section of the volume is devoted to papers on “Social Structure, 
the State, and Economic Growth.” It is introduced by Joseph Spengler’s 
general essay of the same title. Bernard Siegel, Henry Spiegel and S. J. Stein 
write on Brazil; D. R. Gadgil and Helen Lamb on India; Marion Levy, Jr. 
and William Lockwood on Japan. Spengler’s ability to cloak simple and 
widely accepted ideas in elaborate and involved language gives the impression 
of elegant and awesome scholarship until you ask yourself, what have you 
learned that you didn’t know before? For example, “If the state is ‘totali- 
tarian,’ its apparatus can be and probably will be devoted more completely to 
the stimulation of growth than if this is not the case, provided that the satis- 
faction of other ‘totalitarian’ values (e.g. militarism) does not absorb too 
many resources. For a totalitarian state may disregard much more than may 
a liberal state the values and the tastes of the underlying population; and it 
may also more readily undertake, at least in the short run, to decompose 
growth-retarding elements found in the existing social structure” (p. 373). 
Another twelve lines follow in which the same commonly accepted and oft- 
stated notion is repeated in a variety of other word-consuming ways. In brief, 
Spengler’s essay adds nothing to our knowledge of the process of economic 
growth, though quite the opposite is true of the papers by Lockwood, Lamb 
and Spiegel. 

Lockwood details the early role of the government in Japan’s economic 
transformation. After the momentum had been transmitted to private enter- 
prisers, the government gradually withdrew, but never completely, and entre- 
preneurial innovation carried the process along. In India, Helen Lamb con- 
tends that the government under British control was a major retarding influ- 
ence, holding back and curtailing the innovating efforts of native enterprisers. 
Only with independence has the process been reversed, with the government 
now the major factor in development activity. Indeed, the public effort has 
been carried so far that some observers argue that it has had a retarding 
influence on private initiative. In Brazil, the republic long continued the 
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laissez-faire cum protection policies of the monarchy. It was not until the 
great depression of the 1930’s that the Brazilian government took an active 
role in economic affairs. Its activities seem to have produced chronic inflation 
and some industrialization. In the spirit embodied in the slogan of the Bra- 
zilian lottery, Figue rico (Get rich), and, it would seem, in Brazilian charac- 
ter, the development of the Brazilian economy has been prodigiously wasteful, 
inefficient and costly. 

What of the book as a whole? That it raises more questions than it answers 
is all to its credit. As an early foray in the search for valid generalizations and 
as a beginning in providing a sound empirical base for a theory of economic 
development, the performance falls short of the promise. That Kuznets is 
aware of and fatalistic about this is clear from some of his foreword com- 
ments: ‘The research conference described above and its product in this 
volume, like all human efforts, fall short of expectations. That there is an 
inevitable element about this outcome, that expectations must necessarily be 
set and are usually set above probable realization, need not deter us from a 
brief effort to indicate here the sources of whatever partial failure can be 
recognized.” Elsewhere he writes “Perhaps more important is the partial 
failure in the treatment even of aspects which, according to the plan, should 
have been emphasized and thoroughly covered.” 

Perhaps the research in depth on economic development in India, Indonesia 
and Italy now being carried on by The Center for International Studies at 
Massachusetts Institute of Technology will some day provide a summary 
volume with the tentative generalizations which did not materialize in the 


report at hand. Or it may well be that expectations are indeed faulty, that 
it is a fruitless search, that there are no valid generalizations possible, that no 
theory of economic development can be derived from empirical data, and that 
Schumpeter may well have had the last effective word. 

Jerome B. CoHEN 


College of The City of New York 


Economic Survey of Latin America 1954. By the United Nations Economic 
Commission for Latin America, Department of Economic and Social 
Affairs. (New York: Columbia University Press. 1955. Pp. xvi, 203. 
$2.50.) 

One of the cardinal aims of the authors of the Economic Survey of Latin 
America is a reduction in the inequality of per capita incomes between the 
industrially developed and underdeveloped countries of the world. It is there- 
fore a matter of concern to them that the rate of Latin American growth has 
declined from the levels attained during the period 1945-50, and no signs 
appeared during 1954 to portend a return to these levels. The purpose of the 
analytical section of the Survey is to explain and describe the process of 
Latin American economic growth, in order to evaluate the efficacy of various 
methods designed to accelerate the rate of growth. In the remaining chapters 
of Part I, there is a description of the events that occurred during the year, 
and during the period 1950-54, in the balances of payments, directions and 
composition of international trade, terms of trade, volume and values of 
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particular exports and imports and in the main branches of production. In 
Part II, there are short (four to nine pages) sketches of the economic develop- 
ment that occurred in the various Latin American countries during the year. 

The authors construct a model (in literary terms) whereby variations in the 
rate of growth of real income are attributed to variations in (a) the “‘invest- 
ment coefficient,” i.e., the per cent of income that is invested, and (b) the 
product (income) per unit of capital. This is a perfectly valid and useful 
framework, and movements in these variables are adduced to account for 
the decline in the rate of economic growth that occurred during the last few 
years. It is claimed that both the product per unit of capital and the invest- 
ment coefficient have been declining and have been responsible for the slacken- 
ing of the rate of growth. 

The Survey presents data on the magnitude of the capital stock and the 
product per unit of capital to support the analysis. However, there is reason 
to believe that this data is unreliable; and hence the analysis of the causes of 
the decline is inconclusive. The reason for this belief is that the magnitudes 
of the product per unit of capital are inconsistent with other data presented 
in the Survey. The annual rate of growth of real GNP (1951-54) was 3.1 
per cent for Latin America as a whole and 6 per cent for the coffee- and 
cacao-exporting countries. There is no statistically significant difference be- 
tween the two sets of countries with regard to the per cent of GNP invested: 
they were both investing approximately 16 per cent of GNP during this 
period. Hence, it must be true that the product per unit of capital was higher 
in the coffee- and cacao-exporting countries than in Latin America as a 
whole. However, according to the data found in Table 1 (from which the 
above figures were obtained), the average product per unit of capital was 
0.44 for Latin America as a whole (range: 0.43-0.45) and the average product 
per unit of capital was 0.43 for the coffee- and cacao-exporting countries 
(range: 0.42-0.45). These magnitudes are apparently inconsistent with the 
data on rates of growth and investment coefficients, within the framework of 
their model. 

Another cause of the declining rate of growth is attributed to the decrease 
in the magnitude of the investment coefficient. It is maintained (p. 15) that 
“The investment coefficient is clearly declining at present,” and the hypothe- 
sis is hazarded that the investment coefficient is tending to return to the 
approximate level of 14 per cent of gross income at which it stood before 
the great depression. The authors state that they are primarily interested in 
long-run developments and not in cyclical variations of variables. However 
an analysis of their data (Table 9) fails to indicate that their hypothesis is 
any more than a subjective guess. The investment coefficient has increased 
steadily from 10.9 per cent in 1942 to 16.7 per cent in 1952. It then fell to 
16 per cent in 1953 and to 15.2 per cent in 1954. On the basis of two observa- 
tions, are the authors justified in making their interpretations? Might not 
these observations be due merely to short-run random or cyclical factors? 
There is a vital need for tests of statistical significance, when an attempt is 
made to describe mass data. Otherwise, interpretations are bound to be sub- 
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jective and arbitrary. Unfortunately, nowhere in the Survey are inferences 
from the data accompanied by tests of statistical significance, and many of 
the “trends” that our authors observe may easily be ascribed to random 
deviations around a fixed mean. 

An analysis is then made of the forces which influence the magnitude of 
the investment coefficient; but relatively little attention is devoted to the 
factors which affect the product per unit of capital. It is believed that the 
value of the investment coefficient (a prime determinant of the rate of growth) 
is determined by the rate of growth of income (p. 18). There are instances, 
however, where the value of the investment coefficient is said to depend 
upon the absolute level of income (p. 12). Although the rate of growth of 
exports has been extremely important in determining the rate of growth of 
income, the Survey maintains that the expansion of exports has slackened 
with the years. A new “autonomous” source of demand is thereby required 
to compensate for the declining rate of growth of exports if the magnitude 
of the investment coefficient is to be raised. 

The Survey suggests that the development of import-substitutive industries 
is required to compensate for the declining rate of growth of exports. This 
development is expected to raise the rate of growth of income (and hence 
the investment coefficient) in two ways. First, the multiplicant of the 
multiplier will be increased. Second, the multiplier itself will tend to raise, 
because the marginal propensity to import will be reduced. 

A development policy which combines an increase in public investment 
with a policy of import substitution is rejected as an effective means for 
raising the level of income (and hence the magnitude of the investment 
coefficient). The authors arrive at this conclusion because their multiplier 
is merely the reciprocal of the marginal propensity to import (pp. 16-19). 
Hence, any increase in “autonomous” expenditure will eventually be met 
by an equal increase in imports. They imply, however, that the marginal 
propensities to save and invest are greater than zero. Hence, they are only 
justified in using their multiplier if it is shown that the marginal propensity 
to save is equal to the marginal propensity to invest. Only then would it 
be true that a given “autonomous” increase in expenditure will eventually 
be met by an equal increase in imports. However, the Survey fails to show 
that the marginal propensity to save is equal to the marginal propensity 
to invest. 

This Survey is a highly stimulating work, particularly because the authors 
apply their economic analysis of the determinants of growth to the experiences 
of Latin America. Their analysis of the Chilean inflation is a case in point. 
Economists interested in the theory of economic growth, as well as Latin 
American specialists, will find this Survey of considerable interest. The 
major weaknesses of this work, which can easily be rectified in future 
Surveys, are (1) the arbitrary interpretation of data and (2) the lack of 
consistency in various series of statistics. 

JEROME L. STEIN 

Brown University 
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India’s Foreign Trade, During and After the Second World War. By ROSHAN 
Lat VarsHNEY. (Allahabad: Kitab Mahal. 1954. Pp. 340. Rs 7/8.) 


Dr. Varshney has crowded into this book a tremendous amount of facts 
on the volume, value, composition and direction of India’s foreign trade 
since 1914—plus some intriguing indications on these matters over preceding 
centuries. “. . . Pliny had to write that India [’s favorable trade balance] 
was draining the West of its supply of gold coin and bullion. . . .” In addition, 
these facts are interpreted, and the policies adopted with respect to foreign 
trade are appraised. In a study of such scope, explanations may take on some 
tautological aspects (““The need was for an increase in exports and a reduction 
in imports”). Similarly, policy appraisal may become overly categoric. (Early 
“foreign trade was forced to follow wrong lines” by the foreign administration; 
or, the conversion of sterling into rupee obligations was done too late and 
“in a wrong way too”; or, action was based on the “misconception” that India 
emerged from the war as a creditor nation while there is “proof” that India is 
still a debtor.) On the whole, however, explanations of the movement of 
imports or exports in total or by commodities and commodity groups, etc. 
are convincing. While the many forays into trade policy certainly mark 
Varshney as a man of strong opinion on these matters, this reviewer finds 
himself in general sympathy with the views expressed. I recommend this book 
as a source of basic information and as a valuable starting-point for further 
investigation into the movement of India’s external accounts. 

Given the importance of a volume which can serve this purpose, it is 
regrettable that so many of the statistical materials are not explicit with 
respect to sources. Basic tables (on prices and volume of trade over a period 
of years) are without benefit of source reference. Are these any less reliable 
than other tables with which they are intermixed, but which are explicitly 
attributed to the Reserve Bank of India Bulletin or various official Annual 
Reviews? 

Despite the broad scope of the study, there are important problems on 
which further work is essential. Thus Varshney fails even to pose the question 
of the basic determinants of India’s foreign trade patterns. No attempt is 
made to relate trade and national income, for example, despite the fact that 
data on both these variables are available in India. Moreover, my own 
preliminary examination of them suggests an inverse relationship between 
changes in real income and the quantum of imports. Is this true, and why? 
Certainly, the answers to these questions bear directly on appraisals of 
India’s future trade patterns and problems. Varshney refers so many times to 
India’s need for a large import surplus in the future that the emergence of a 
trade balance and even of export surpluses in some of the postwar years 
might have prompted more investigation. 

Will India’s foreign trade expand relative to its national income? The 
reader can feel that Varshney believes so. He apparently associates growing 
prosperity and a growing foreign trade, and may even attribute much of the 
former to the economic gains from international exchange. On the other hand, 
there is reason to believe that India—like China, the U.S.S.R. and the United 
States—will tend essentially to have a self-sufficient economy. This is not 
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inconsistent of course with the fact that export markets for some products— 
jute, tea—are of basic importance to the economy; as are some imports. 
But foreign trade as a whole may well retain a small value relative to total 
net product. Here is clearly an area for more study. Today, India’s economic 
programming requires the best hypotheses on the scope and nature of her 
future trade relationships. If Varshney’s work does not throw light on this 
directly, it contains basic materials that can facilitate further investigations 
in this important field. 
WILFRED MALENBAUM 
Sapru House, 
New Delhi, India 


Niveles de Vida y Desarrollo Econémico. Published by Escuela Nacional de 
Economia, of Universidad Nacional Auténoma de México. (Mexico: 
Investigacién Econémica. 1953. Pp. 306.) 


This interesting volume consists of the lectures given in a course or Insti- 
tute at the National School of Economics of the University of Mexico at the 
beginning of 1953. The subject is Economic Development and Its Effects on 
Levels of Living. Included are lectures by ten economists, and round-table 
discussion by a number of others. In his foreword the director, Ricardo Torres 
Gaitan, insists that the participants were free to express their own opinions. 
Mexico has no Committee on Un-Mexican Activities. 

Economic development in Mexico, as in the typical semicolonial country, 
connotes industrialization. The purpose of the Mexican Revolution, which 
began in 1911, was to break the power of the semifeudal landowners who had 
prospered under Porfirio Diaz, and to return to the people not only the land 
but some of the country’s valuable natural resources which had passed into 
foreign ownership. It was a bourgeois revolution, designed to open the way 
for the development of capitalism and to bring about a better living for the 
common man. 

It took nearly 30 years to clear the ground for industrialization, but since 
1940 manufacturing has developed on a significant scale. This symposium 
examines whether the sacrifices which the common man has been asked to 
make in the interest of economic development have yet paid off in the form 
of a higher scale of living. 

The picture that emerges is by no means reassuring. On the one hand, 
there has been a growth of investment by corporations which have remained in 
foreign (U.S.) hands in spite of the Mexican law which supposedly requires 
Mexican ownership of more than half the shares. On the other hand, the 
national share of new investment has been financed by loans and inflationary 
expansion of the currency, so that prices have risen steadly. Since the price 
of labor is the best controlled of all prices, and profits have not been similarly 
controlled, the inflation caused a drop in real wages between 1939 and 1950 of 
some 25 per cent. The breaking up of the landed estates stopped some years 
ago and new large properties have begun to emerge, while the ejido or village 
community, around which the land reform was built, has not been a success 
economically. Whole sectors of the rural population, which still constitutes 
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two-thirds of all Mexicans, have been untouched by the benefits of the Revo- 
lution. 

Contrary to a common impression, the greatest expansion since 1939 has 
been not in manufactures but in commerce, especially large commerce, which 
now (1950) accounts for a third of the national income as compared with a 
quarter in 1939. Further expansion of the economy is threatened by the 
failure to establish a mass market among the poorer sections of the population, 
whose purchasing power barely covers an extremely modest subsistence, and 
is not rising. 

The point of view of most of the lecturers is explicitly social. They are free 
to say that if economic development does not benefit the worker and peasant 
it fails of its main purpose. Their comments on the United States are rather 
restrained, but when one lecturer adverted to the dangers of too great eco- 
nomic dependence on one foreign country, no one questioned him. 

While few of the lecturers attempt original excursions into theory, more 
than one points out the well-known fact that American and British theorists, 
Keynesians and others, are accustomed to discussing a different range of 
problems from those that most interest Mexicans. One, interestingly, found 
that his best guide, for aims and general philosophy, was Friedrich List. Those 
who undertook to speak of national price policy and economic planning were 
sternly reminded by others that there were not enough laws on the books to 
make possible a single unified price policy, while economic planning is not 
possible under capitalism. 

The level of the discussions is uniformly high. The only subject that is 
treated at all exhaustively is housing, to which is devoted a 50-page mono- 
graph by Ramon Ramirez Gémez. One might perhaps have wished to see a 
more extended discussion of the shortcomings of Mexican statistics, since many 
of the conclusions are valid only to the extent that the statistics are valid. The 
arrangement of the lectures is not what would have been expected from the 
title of the book. The first half of the volume deals with economic develop- 
ment, and the discussion of levels of living occupies the last half, while the 
most interesting essay—that by Guillermo Martinez, which states the problem 
in a challenging way that would have done honor to an opening chapter— 
is reserved for the very end. It is plain that American economists would bene- 
fit by inviting some of the leading Mexican economists to attend their organi- 
zation meetings as “fraternal delegates.” 

Horace B. Davis 


Benedict College 


Polish Postwar Economy. By THap Paut Atton. (New York: Columbia 
University Press. 1955. Pp. xv, 330. $5.75.) 

Poland’s postwar economy follows closely the pattern pioneered in the 
Soviet Union, and is characterized by highly centralized control and planning. 
Based on data culled from official Polish publications, Alton’s study is an ob- 
jective appraisal of this planning system and its shortcomings. 

For his thoroughly documented survey of economic developments in Poland 
since the second world war, Alton lays the foundation by describing the 
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country’s economic development before the war, showing postwar changes in 
its boundaries and population, as well as sketching briefly the evolution of the 
present Polish government. Against this background a trenchant analysis of 
the planning-system-in-action is projected: over-all plans, administration, per- 
formance in industry, agriculture, public finance, and foreign trade are dis- 
cussed in detail. 

Actually planning is not a new experience for the Polish economy. Before 
the second world war, the government successfully introduced a wide array of 
controls, motivated by a desire for economic and military self-sufficiency. At 
the same time, however, no complete socialization of production was aimed 
at or attempted. After the war, in a Poland that lost about one-third of its 
population and only about one-fifth of its territory, a dictatorial government 
dedicated to a policy of rapid industrialization introduced highly centralized 
government control and planning. 

Soon practically all of the industrial sector, as well as forestry, transporta- 
tion, communications, trade, and the financial services passed into state 
ownership. About one-fifth of the nation’s agriculture was socialized by the 
end of 1953. 

Assisted by UNRRA aid of about $481 million and by a Soviet loan assessed 
at $550 million, industry, especially heavy industry, expanded rapidly. The 
performance of heavy industry is, however, not the only criterion of national 
welfare; and certainly not the only sign of a smoothly functioning economic 
system. Although agriculture also recovered fairly quickly, after 1950 this 
trend leveled off and eventually declined; thus planning did not solve the 
problems of agriculture, a major headache of prewar Polish economic planning. 
Because of this stagnation in agriculture and the relatively low priorities 
given to consumer goods and services, the population failed to realize the 
expected substantial increase in the scale of living. 

Alton sees a lack of incentives, ineffective wage control, lagging produc- 
tivity, and the failure of prices to reflect production costs as the signs of 
danger in Polish economic planning. He also underlines the conclusion that 
Poland’s unquestionable industrial progress is the result mainly of her postwar 
territorial gains (Silesia) rather than of economic efficiency and rational 
planning. 

Poland introduced an ambitious Six Year Plan in 1949, which aimed at a 
rapid development of industrial production; the latter was expected to rise 
over the six years by 150 per cent. With a yearly output that is expected to 
reach 4.3 million tons in 1955, Poland is now the sixth largest producer of 
steel in Europe, and eighth in the world among thirty-five countries producing 
raw steel. Planning authorities also asserted that coal production would reach 
93 million tons (38.1 million tons in 1938), and electric power 15 billion 
kilowatt-hours (4 billion kilowatt-hours in 1938). In comparison, in 1937, the 
present territory of Poland, which now includes the rich Silesian industrial 
area, then partly in Germany, produced 66 million tons of coal and 1.9 million 
tons of steel. 

With economic organization and policy closely following the Soviet experi- 
ence, planners have put heavy industry first and sacrificed other sectors of the 
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economy, mainly by keeping new investment to a minimum in these areas 
and exploiting existing equipment. Consequently consumption goals of the Six 
Year Plan had to be abandoned, chiefly because production was not forth- 
coming in agriculture according to planned expectations. The government was 
able to shift labor from agriculture and services to socialized industry, thereby 
doubling the work force with peasants who had no tradition or experience in 
industrial labor. Unnecessary and frequently too high investment, planned on 
too large a scale, and little or no emphasis on quality of products can probably 
be listed as additional reasons for the partial failure of the Six Year Plan. 

With further emphasis on the development of heavy industry, Polish plan- 
ners are determined to keep absolute investment constant at the 1953 level. 
It seems to be safe to predict, however, that, in spite of continued high in- 
vestment rate, industrial production cannot be maintained at its present 
rate, and the economic slow-down of recent years must and will continue. 
Future gains will most likely have to depend more on increase in output per 
worker, and less upon increasing the labor force or on a higher rate of exploi- 
tation of real capital. 

Some will question the reliability of the sources upon which Polish Postwar 
Economy is based; no complete statistics have been published since the 
Statistical Yearbook of Poland for 1949. While releasing figures about the 
basic commodities necessary for national defense, the regime has persistently 
concealed data on Poland’s industrial output. This practice leads Western 
observers to suspect that consumer-goods and food shortages are caused by 
heavy exports to the Soviet Union. (Of Poland’s foreign trade 38 per cent is 
with the USSR.) 

This is a stimulating book and a contribution on several levels. Alton has 
put everybody interested in planning and national economies in his debt for 
having penetrated the Iron Curtain so successfully with his well-balanced 
study. 

Geza B. GrossCHMID 

Duquesne University 


Business Fluctuations; Prices 


Die wirtschaftlichen Wechsellagen. By ARTHUR SpiETHOFF. (Tuebingen: J. C. 
B. Mohr (Paul Siebeck). 1955. Vol. I, pp. x, 235; Vol. II, pp. iv, 28, 38. 
DM 27.—.) 

The major original work of Spiethoff on Krisen appeared in the Hand- 
worterbuch der Staatswissenschaften in 1923. War and destruction erased 
many libraries so that not many copies were still available after the second 
world war. When it was decided to publish a new Handwérterbuch, Edgar 
Salin persuaded Spiethoff to permit an independent publication of his study. 

The present Volume I contains a reprint of the original article on Krisen. 
Since the International Economic Association published an English translation 
in 1953, reviewed here in December 1954, we need to be concerned only with 
Spiethoff’s introduction and with his second volume. 

In the second volume are published for the first time the statistical time 
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series on which Spiethoff based his description and explanation of cycles. The 
38 loose-leaf statistical tables deal primarily with various aspects of the 
business cycle in Germany. Monthly or quarterly data on the capital and 
money markets cover a period from 1800 to 1937 or from 1849 to 1875. Tables 
on consumption of iron and coal, their exports and imports, as well as of a 
great variety of consumer goods, comprise the period from 1837 to 1937. The 
same is true for the series of production of producer and consumer goods. The 
12 tables on prices of these goods extend from 1847 to 1931. This wealth of 
monthly or quarterly statistical data carries our quantitative information on 
the earlier German cycles far beyond our previous knowledge. 

The introductory table on the characteristics of the business cycles from 
1837 to 1937 comprises eight annual series, subdivided into the phases of 
the cycles. Annual dating of the phases of these cycles is not very impressive. 
There is no breakdown into different kinds of cycles. All his series are 
unbereinigte und nicht zurecht gemachte Zahlenwerte.” Spiethoff explicitly re- 
jects any kind of statistical analysis because the crude series had served him 
well during his work, and because trend and demand analyses by his students 
of cyclical variations in the cement, brick, and coffee industries had been 
unsuccessful. Yet do not the indexes of German prices from 1889 to 1939 in 
Table 38, prepared by Wilhelm Gehlhoff, indicate that Spiethoff’s opposition 
to statistical analysis is weakening? 

There is a methodological message in the introductions of both the German 
and English editions. Spiethoff insists on having discovered a “realistic” 
theory. The striking feature of this theory is the use of the interaction method 
which he makes in developing the theory. Empirical and analytical methods 
alternate or are carried on simultaneously at every stage of observation and 
analysis. This interaction of both methods leads to a twofold exposition of 
the findings, one presenting the description, and the other the explanation of 
the problem studied. History and theory thus are said to coexist and interact, 
each one supporting and reenforcing the other. The realistic theory is said 
to avoid the pitfalls of forming theoretical tools that have no relevance and 
of collecting piles of descriptive material that are not amenable to analysis. 

Twenty years ago in my critical review of Spiethoff’s work’ I called his 
particular type of theory an inferior substitute for a theoretical system. Today 
I must admit the possibility of such a realistic theory. Yet I am still dissatis- 
fied with the methodological procedure suggested by Spiethoff for his theory.? 
Which specific empirical and analytical methods shall be utilized? In which 
sequence shall the various devices of both methods be employed and alter- 
nated? How do statistical series or other observational data suggest their 
appropriate principles of explanation? How are the concepts and principles 
of the realistic theory simultaneously suggested by the relevant data and also 
by the “pure” theories? Does every investigation require for its exposition a 
description and explanation? 


1A. Schweitzer, Spiethoff’s Konjunkturlehre (Basel, 1938). 

74. Spiethoff, “Anschauliche und reine volkswirtschaftliche Theorie und ihr Verhiltnis 
zueinander,” EF. Salin, ed. Synopsis-Festgabe fiir Alfred Weber (Heidelberg, 1948), pp. 
567-664. 
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Spiethoff’s work exemplifies a realistic theory. Yet the methodology implicit 
in this theory has to be developed in detail before the interaction method 
can be generally accepted. Not before this method has been successfully em- 
ployed in other areas can the claim be recognized that the “realistic” theory 
has superior usefulness over the “pure” theory. 

ARTHUR SCHWEITZER 

Indiana University 


The Business Cycle in the Post-War World. Edited by Ertk LuNDBERG, as- 
sisted by A. D. Knox. (New York: St. Martin’s Press. London: Macmil- 
lan. 1955. Pp. xvi, 367. $6.75.) 

This volume consists of papers presented at, or resulting from, the confer- 
ence held by the International Economic Association at Oxford in September 
1952. Apart from introductory essays by Erik Lundberg and D. H. Robertson 
and a record of the debates by A. D. Knox, the papers are of two kinds: (1) 
examinations of postwar fluctuations in particular countries, and (2) presenta- 
tions of some fairly recent contributions to business cycle theory. Essays in 
the first group describe, and to some extent analyze, postwar cyclical move- 
ments in the United States (W. J. Fellner), the United Kingdom (E. A. G. 
Robinson) , Sweden (E. Lundberg), Denmark (J. Pedersen), France (A. Piat- 
ier), Western Germany (E. Preiser and W. Krelle), Italy (P. Saraceno), and 
Japan (S. Tsuru). In the second group, there are papers on: the combining 
of growth and the cycle in one model (R. M. Goodwin); the building of cycle 
theories by econometric methods (L. R. Klein); an analysis of the interna- 
tional cycle in the postwar period (J. J. Polak); an examination of the 
international impacts of cyclical movements (N. Kaldor); and an analysis of 
shifts in the composition of aggregate investment (R. A. Gordon). 

As for a general appraisal of the volume, I regard it as extremely valuable 
reading for economists who are not business-cycle specialists. The papers 
provide an easy and attractive way for such persons to keep up with develop- 
ments in the field. I suspect, however, that the book may be of slightly less 
interest to most specialists in the history and theory of fluctuations. The 
reason is that the essays seldom represent new information or theoretic ad- 
vances with which the student of fluctuations would be unfamiliar, at least at 
this time (three years after the conference). But even for such readers, the 
book does bring several important pieces together in one convenient collection. 

With respect to substance, the volume as a whole conveyed the following 
general impressions to me (and also to Robertson and/or Lundberg, who made 
essentially these same observations in one or both of their introductory es- 
says): Common to several of the papers is a renewed interest in microscopic 
analysis, with a blurring of the distinction between large aggregates such as 
investment and consumption and a sharpening of the distinctions between 
smaller categories such as different kinds of investment. Another fairly com- 
mon feature is a renewed emphasis on the stock of money and liquidity as a 
factor influencing total spending and on monetary policy as an admissible 
tool of countercyclical policy. A third feature is the marked emphasis on the 
role of wages, and of politically determined income shares, in inflationary 
movements. In the face of powerful demands for larger shares, are “beneficent 
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slumplets” (Robertson’s phrase) our only safeguard against complete break- 
down? What will happen to stability when an economy “. . . is so well or- 
ganized that only a small proportion of the population is left out and can be 
cheated” (the quotation is from Lundberg, p. 72). A fourth characteristic is 
disillusionment, on the part of many of the authors, about the applicability 
of existing models to real problems of policy and about the effectiveness to 
date of countercyclical policies. 

Some of the essays do strike notes that are either unclear or are wrong. 
The paper on postwar fluctuations in France is obscure in places, partly be- 
cause of the author’s struggle to get Hicks’ model, Keynes’ equality between 
saving and investment, and Robertson’s “day” into the picture. Incidentally, 
the reader may be startled or amused occasionally by points that the author 
stresses (at least according to the English translation): “That [the third 
quarter of 1948] was when the first symptoms appeared (for instance, a 
significant drop in the price of horses) .. .” [p. 114]. The paper on the cycle 
in Denmark seems excessively dogmatic about several matters, especially in 
comparison with the cautious tone of the others. The analysis of developments 
in Western Germany has troublesome aspects; in the model used, the volume 
of investment depends completely, and the volume of other outlays not at all, 
upon the quantity of money; furthermore, the data which are used to build 
the model and the predictions which are checked against observation all 
pertain to the same period. 

By and large, however, the papers are clear, informative, and provocative. 
Some make especially good reading: the straightforward and instructive de- 
scription of fluctuations in postwar Japan by Tsuru; Gordon’s suggestive 
comments on the behavior of investment in residential construction, in differ- 
ent industries, and in machinery replacement; Kaldor’s views on the nature 
and alleviation of the international effects of fluctuations; and Lundberg’s 
noteworthy review of mistakes in Swedish actions to curb the cycle and his 
plea for a “less pretentious economic policy.” The report on the proceedings 
by Knox is an unusual feature, inevitably a little tedious yet interesting if 
used as a check-list to see if the conferees raised the same queries that occur 
to the reader. The volume is notable finally for the inclusion of D. H. Robert- 
son’s “The Non-Econometrician’s Lament,” which begins: 


As soon as I could safely toddle 
My parents handed me a Model. 


See p. 313 for this poem, which unfortunately is not listed in the Contents. 
Rotanp N. McKEan 
The RAND Corporation, Santa Monica, California 


Money and Banking; Short-Term Credit; Consumer Finance 


The Mechanism of Cheap Money—A Study of British Monetary Policy 1931- 
1939. By Epwarp Nevin. (Cardiff: University of Wales Press. 1955. 

Pp. xiii, 350. 25s.) 
It has been the general consensus of opinion of writers on monetary policy 
that central banking authorities are able to exert an effective influence on 
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the overexpansion of credit through a restrictive monetary policy, but that the 
effectiveness of easy or cheap money to stimulate revival from depression is 
much more questionable. In short, about all the monetary authorities can do 
under the latter condition is to insure a favorable credit climate and then 
hope for the best. 

In the study under review, the author attempts to demonstrate that a cheap 
money policy is not merely a passive factor, but has an active stimulating 
effect in promoting recovery. For this purpose he has conducted a painstaking 
research of the relation of cheap money to business activity in Great Britain 
during the relatively peaceful and normal period beginning with England’s 
departure from the gold standard in 1931 and ending in 1939 with the out- 
break in Europe of the second world war. 

Following a chapter on the collapse of the gold standard, Mr. Nevin con- 
siders at some length, the basis of monetary policy dealing, among other 
things, with the price level, the rate of interest, liquidity, the motives for and 
postulates of cheap money, and the significance of expectations. The five 
chapters that follow are concerned with general and special aspects of the 
situation in Britain during the 1931-1939 period. The chapters on emergence 
of cheap money, the continuance of cheap money, and the flow of funds, 
1932-1939 are of a historical and general nature, while those on direct inter- 
vention in the market, cheap money and the capital market, and cheap money 
and the housing boom deal with special aspects. A final analytical chapter, on 
quantitative aspects of monetary policy concludes the study, which is followed 
by a statistical appendix. 

All told, Nevin’s study is thorough and interesting. It is also of value as a 
statistical corroboration of existing ideas regarding monetary policy. In his 
final chapter, he places rather heavy emphasis on what he terms the quantita- 
tive aspects of monetary policy as contrasted with the qualitative emphasis of 
earlier writers who based their conclusions with regard to the effectiveness of 
credit policy almost solely on changes in the rate of interest. He feels that the 
availability of credit and the willingness of bankers to lend (regardless of the 
interest rate) is of much greater significance than the rate of interest which 
is charged. 

There is doubtless much to be said for this position when a restrictive pol- 
icy is being followed. Applications for loans are sifted more carefully and 
certain would-be borrowers are ruled out even though they might be willing to 
pay a higher rate than the bankers are asking. On the other hand, the rate of 
interest appears to have more weight when an easy money policy is being 
pursued. It is because of the low yield on gilt-edged securities that funds are 
diverted to more lucrative uses such as mortgage financing. It is true, how- 
ever, that once funds are diverted to the latter use, their lending may be 
stimulated to a greater extent by offering more favorable terms (lower down- 
payments and longer amortization) than by a reduction in the interest rate. 

As regards positive favorable effects from a cheap money policy, Nevin 
admits that they depend heavily on expectations. Changes in the convenience 
element in liquidity-assessment, expectations that the cheap money policy 
will be short-lived, or expectations that business recovery is not imminent, may 
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cause the policy to be ineffective (pp. 72-75). This would appear to be much 
in line with current thinking. In pursuing a cheap-money policy, the central 
banking authorities provide favorable conditions for recovery. Having done 
so, they play an essentially passive role. 


FREDERICK A. BRADFORD 
Lehigh University 


The Money Market and Its Institutions. By MArcus NADLER, SIPA HELLER 
and SAMUEL S. SHIPMAN. (New York: Ronald Press. 1955. Pp. viii, 323. 
$6.00.) 

According to the authors of this book, the money market connotes the entire 
machinery for the investment and borrowing of short-term funds and the 
medium through which a large part of the financial transactions of a country 
are handled. But in a broader sense the term includes all the facilities em- 
ployed in financing economic activity of all types including the transfer of 
long-term as well as short-term funds. There is no consistent adherence to 
either one of these definitions in the text. In the chapter where various types 
of credit operations are considered attention is confined to short-term loans. 
On the other hand, in the following chapter dealing with the institutions of 
the money market, as much attention is given to insurance companies, savings 
banks and investment bankers as to those institutions concerned primarily 
with short-term funds. 

The first half of the book, in addition to the descriptive treatment of 
types of loans and institutions mentioned above, gives an exposition of the 
manner in which bank deposits and reserves are created. The second half 
deals mainly with Federal Reserve and Treasury operations and their effect 
upon the money market. Credit policies and public debt management since 
the second world war are subjected to critical analysis. A final chapter surveys 
the growth of New York as an international financial center. 

In the first half of the book theoretical treatment is reduced to a minimum. 
The mechanism of the creation of bank deposits and bank reserves is examined 
in considerable detail, but the significance of such deposit growth with respect 
to the price level or business activity receives only incidental attention and 
no theoretical analysis. In this portion of the book apparently little attempt 
has been made to achieve skillful organization or arrangement of subject 
matter with the consequence that much repetition is involved. For example, 
commercial paper, bankers’ acceptances and brokers’ loans are all discussed 
in three separate chapters. Much of the same ground is covered in the chapter 
dealing with the creation of reserve balances as in that dealing with the 
Federal Reserve and the money market, and there is a resulting repetition in 
the discussion of open-market operations, discounts and advances, the float, 
and the discount rate. In fact, the first five chapters give the impression of a 
series of handbook articles rather than an integrated analysis. 

The second half of the book presents a far more satisfactory picture. The 
analysis is clear and succinct, the desirability of cooperation between the 
Federal Reserve and the Treasury is explained, and the need for a flexible 
credit policy is emphasized. Especially useful are the chapters dealing with 
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Treasury operations and debt management. Although necessarily condensed 
they nevertheless give more extended consideration to Treasury problems 
and their relation to credit policy than is found in the usual textbook on 
money and banking. 

While the book covers much of the same ground as such textbooks and 
while the writing is in clear and simple language, it would probably not be 
most useful as an introduction to the problems of money, banking and the 
money market. In view of the paucity of theoretical analysis, the beginning 
student is not likely to grasp the full significance of what he is studying. Nor 
would it be especially appropriate for advanced students, since the discussion 
is at an elementary level. Perhaps its greatest usefulness would be for purposes 
of a rapid survey and review by students or businessmen who already have 
some understanding of its subject matter. In this connection its up-to-date 
presentation of legal changes and statistical material should be particularly 
helpful. 

Witiiam O. WEyYFoRTH 

Baltimore, Md. 


Public Finance 


Théorie économique et psychologique des finances publiques. By HENRY 
LAUFENBURGER. (Paris: Lib. Sirey. 1956. Pp. 364.) 

Professor Laufenburger holds the chair of public finance in the Faculty of 
Law at the University of Paris, and has a wide acquaintance in political and 
financial circles in France. He also possesses a comprehensive knowledge of 
foreign public finance systems, developed in part through the cosmopolitan 
direction he has given to the scholarly journal, Revue de Science Financiere. 
His views on French finances are therefore informed and tempered by familiar- 
ity with the fiscal structures of the United States, Great Britain, Germany, 
and even Russia, and are consequently of particular interest to students of 
public finance in the United States. 

The present book is the first volume in the latest of a series of revisions of 
his treatise on public finance Traité d’économie et de législation financiéres. 
Much of it reflects the current scene: the Poujade “revolt,” the tax “reform”’ 
that followed, the Treasury’s borrowing fiasco in the spring of 1955, Schuel- 
ler’s proposal for a single tax on power. In these circumstances, what Laufen- 
burger has to say about the French public finance system takes on special 
significance. 

What he has to say is not complimentary. There is no trace, in his book, 
of the complacency that shows now and then in British and American de- 
scriptions of the native fiscal scene. To be sure, it would be difficult for 
anyone to be complacent in France at the moment, given the many critical 
problems of public finance for which no solution is in sight; still, it is re- 
markable how generous are Laufenburger’s appraisals of the “Anglo-Saxon” 
fiscal systems. On the other hand, he refuses to believe that the differences 
are rooted in an alleged lack of civic morality in France. “Le moral fiscal de 
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324). The difficulty arises, rather, from the “monstrous” tax system that has 
been fastened on the country by governments and legislators whose judgment 
and aims have been warped by a faulty constitutional and political system. 
The noxious fruits are of several varieties. 

First, the legislature, free and eager to alter, down to the smallest details, 
the tax programs submitted by the government, has enacted scores of provi- 
sions giving special relief to this or that type of taxpayer, or administering 
special stimulants to one or another branch of industry (the United States 
Revenue Code of 1954 comes irresistibly to mind). This pursuit of “?impdt 
politique” has produced a tax law so complicated over so wide an area that 
even low-income taxpayers are driven to professional consultants, themselves 
not always knowledgeable enough to lead their clients out of the labyrinth. 

Second, amnesties have been granted and tax enforcement weakened in 
the wake of taxpayer defiance. Laufenburger’s description of the Poujade 
movement and the measures taken to appease it is depressing. “Les décret-lois 
d’avril et de mai 1955 se raménent 4 une capitulation pure et simple devant 
le mouvement Poujade . . .” (p. 281). He points directly to the basic causes 
of any tax revolt: the two extremes, abuse of power by an omnipotent state, 
or enfeeblement of governmental authority. 

Third, the structure of the tax system is warped out of line with any in- 
ternally consistent plan by hasty action on the part of short-time governments 
devoted to short-term goals. 

Finally, and perhaps worst of all, the tax rates have to be set at levels that 
will discount evasion by some taxpayers, leaving those who are unable to 
evade to pay for those who are. This fact doubtless has much to do with 
Laufenburger’s evident dislike for the progressive income tax in France, and 
for what would be considered in the United States a fundamentally conserva- 
tive attitude in general. His well-grounded disbelief in Parliament’s ability to 
act consistently over an extended period is presumably at the root of his 
unwillingness to regard depression deficits as permissible tools of countercycli- 
cal fiscal policy (p. 211). The nationalized banks, incidentally, have been 
stubborn opponents of governmental attempts to finance by inflationary 
methods. (The author presents many interesting sidelights on the workings 
of nationalization, or state control, in France.) 

Still, one way or another, France collects about 31 per cent of her gross 
national product in taxes and social security contributions. In his desire to 
impress on his readers the size of the task of reform that lies ahead, Laufen- 
burger does not, perhaps, quite do justice to the positive achievements of the 
French legislator and administrator, though he does call attention to the high 
level of technical proficiency of the latter. The fact is that France has been 
a leader in twentieth century fiscal innovations (general sales tax, value-added 
tax, family income splitting, integration of death and gift taxes). Nor does 
the present volume call attention to the psychological effects of the occupa- 
tion period, a time when violation of enemy-inspired law bred a habit not 
easily thrown off by some citizens in later years. 

Adding to the difficulties is a peculiar social security system, financed by 
contributions that are assessed and administered by several quasiprivate or- 
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ganizations, with consequent loss of efficiency and increase in vexation for the 
taxpayer. The charges for social security (including family allowances) are 
high: 8 per cent of gross national product; central government taxes take 20 
per cent of the gross national product, and local taxes 3 per cent. Laufenburger 
accuses the social security system of weakening the will to save (pp. 133, 324), 
but perhaps the truth runs in the opposite direction: the will to save having 
been almost destroyed by half a century of intermittent inflation, social se- 
curity must be provided on a high level relative to current income, if poverty 
in old age or unemployment is to be averted. 

All through this book there is evident an atmosphere of discouragement in- 
duced by past inflations, and by the fear of more to come. Worthy ends have 
been stultified by vicious means: reconstruction of war-damaged areas was 
carried on by “un mécanisme déplorable du financement de la misére par la 
misére” (p. 216), as the savings of those not astute enough to ride the in- 
flation were annihilated by it. The injustice of inflation was probably 
heightened by the fact that it never was an openly avowed policy, and hence 
became a tax on the credulous and the uninformed. The long-term bond mar- 
ket has practically disappeared; even “indexing” devices have scored only 
mild successes. Laufenburger denounces the grafting of purchasing-power de- 
vices on to the government’s own bonds, a policy that confesses inability to 
withstand inflationary pressures while it simultaneously draws the state into 
making promises that it must know can never be fulfilled on a large scale, 
for the very reasons that give rise to inflation. 

Laufenburger’s book is addressed primarily to the doctoral students in 
public finance some of whom will some day be shaping French fiscal policy, 
and to the responsible legislator and citizen of today. Accordingly, extensive 
sections of it expound general principles (budget technique, expenditure the- 
ory, national income accounting, inflation mechanism, debt management) that 
will be of limited interest to the American student who has already covered 
this ground. But the American reader will benefit by the astonishing amount 
of comparative information on current practice in and outside of France. This 
breadth of interest is one of the major values of the book. 

A few of Laufenburger’s recommendations may not look far enough beneath 
the surface. He proposes that capital outlays be financed by taxes on capital 
(pp. 64, 191); but taxes on capital do not necessarily come out of capital. His 
apparent approval of Scheuller’s single tax on power (p. 286) in a unified 
Europe seems to give little weight to the enormous pressure such a tax would 
exert on the use of manpower in place of machinery. The statement that under 
a stable price level the corporation income tax is shifted forward in its en- 
tirety (p. 160) takes too much for granted. With respect to nontransfer ex- 
penditures, is it not the distribution of the free public services among the 
various income classes, rather than the distribution of governmental salaries 
and interest payments, that should be compared with the distribution of taxa- 
tion (p. 221)? 

Laufenburger probably has most to offer to American readers in his 
description of the psychological or sociological aspects, and in the public law 
problems (his description of the merger of the three tax administration serv- 
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ices reminds the United States reader of our attempts to unify the armed 
services—pp. 242, 261). He rightly criticizes American students for having 
neglected those phenomena. Part III of his book, although not professing to 
submit a comprehensive theory along these lines, offers theses of fundamental 
interest, and notes phenomena that deserve as careful study as has been 
given in the English-speaking countries to economic aspects of public finance. 
Perhaps a sociology of public finance is around the next intellectual corner; 
consider Reynaud’s polls on degree of awareness of the existing public finance 
system in France (pp. 236-37). However that may be, Laufenburger is an 
ardent advocate of the broad view in public finance, as given in the stimulating 
treatise here under review, and in that capacity he plays a significant role, in 
these times especially, in reminding us that public finance need not be just a 
branch of economics. 
S. SHOuP 


Columbia University 


Federal Tax Policy for Economic Growth and Stability: Papers Submitted by 
Panelists Appearing before the Subcommittee on Tax Policy, Joint Com- 
mittee on the Economic Report, 84th Cong., 1st Sess., November 9, 1955; 
Hearings before the Subcommittee on Tax Policy, Joint Committee on the 
Economic Report, 84th Cong., 1st Sess., December 5-16, 1955. (Washing- 
ton: Supt. Docs. 1955; 1956. Pp. xii, 929; v, 708.) 

In these two volumes, more than 80 of America’s most distinguished stu- 
dents of taxation have conscientiously considered federal tax policy as related 
to economic growth and stability. The result is an impressive compendium of 
analysis, facts, and reasoned opinion on current tax policy. These volumes can 
be recommended without qualification. Economists owe a considerable debt 
to the Joint Committee on the Economic Report and to its staff director, 
Grover Ensley, for marshalling informed professional opinion on taxation. The 
volumes deal not only with the federal tax system as a whole and with broader 
aspects of tax policy, but also with details. In both areas, the contributions 
are impressive. 

The first of the two volumes consists of prepared papers submitted by the 
participants. The second is a record of oral discussions by groups of partici- 
pants appearing before the Subcommittee as discussion panels. I found the 
prepared papers more valuable than the oral discussions; hence, this review 
will be concerned primarily with the papers. 

The volume opens with several general discussions of the broad objectives 
and strategy of tax policy. Then the effects of federal taxation upon distribu- 
tion of income, private investment, entrepreneurship, and consumption are 
considered. Finally, special topics are explored: erosion of the tax base, capital 
gains, taxation of natural resources, depreciation allowances, role of commod- 
ity taxes, impact of the corporation income tax, taxation of small business, 
treatment of income from foreign sources, pension plans, intergovernmental 
fiscal relations, and estate and gift taxes—almost the entire spectrum of tax 
issues. 
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With such fare as this, it is difficult for a reviewer to do more than to 
touch lightly a few points of special interest. I was impressed by the cautionary 
statements of Keezer, Hansen, Smithies, and Samuelson regarding growth. 
They wisely and eloquently observed that economic progress is not the sole 
object either of human life or of tax policy. It is optimum growth and 
balanced growth and steady growth, not maximum growth, that we should 
seek. And growth is only one of several important economic goals. 

Throughout the volume, I detected a strong sense of optimism—even con- 
fidence—concerning our ability to control business fluctuations by means of 
fiscal and other policies. Also I noted apparently overwhelming agreement on 
the proposition that the present federal tax system does not constitute a seri- 
ous brake on economic progress. With few exceptions, criticisms of the present 
system were leveled at failure in equity rather than failure in incentives for 
production or saving. In this connection, the papers on the rapid and danger- 
ous erosion of the tax base by Walter J. Blum, William L. Cary, Harold 
Groves, and the late Randolph E. Paul were all instructive. I also found the 
paper by D. M. Holland and C. H. Kahn, “Comparison of Personal and 
Taxable Income,” a valuable study. The amount of income that is deducted 
between receipt by individuals and the final tax return is astonishing, and 
suggests that it might be better to apply lower rates to more of the na- 
tional income rather than higher rates, as at present, to less of the national 
income. 

When attention was directed toward the more specific details of taxation, 
conflicts in opinion were evident between academic economists and repre- 
sentatives of business and industry. This difference was particularly marked 
in the discussions of capital gains taxation, percentage depletion, depreciation 
allowances, and taxation of corporate income. When such clear-cut differences 
as these occur, it is easy to assert that academic economists represent the 
public interest while representatives of business uphold special interests. But 
economists have their own peculiar vested interests, and wisdom may be 
approached by setting the words of economists and businessmen in a kind of 
antiphonal relationship. © 

The problem which these two volumes pose is not one of technical compe- 
tence of the authors, or adequate coverage of the subject, or cogency of analy- 
sis, or correctness of facts. On all these counts, with minor exceptions, they 
are excellent, and in some respects brilliant. Dozens of the papers could, in 
my judgment, have been appropriately published in this Review or other 
leading journals. There is here an almost embarrassing abundance. The 
problem is one of communication. Does a document of this kind make any 
difference? Does anybody pay attention to it? The tragic answer to the 
question is probably “Very little.” 

The panel discussions were attended by two to four members of the Con- 
gress. The papers were printed in a form that will be seen only by specialists 
in taxation and their students. The papers will not be adequately indexed or 
catalogued. Their sheer bulk will frighten off all but the most determined 
readers. I wish that a symposium as ambitious and valuable as this one 
might have been carefully edited—perhaps summarized—and published under 
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auspices that would permit greater attention both within and outside the 
economic profession. 
Howarp R. BOWEN 
Grinnell College 


Taxes, Tariffs & Subsidies—A History of Canadian Fiscal Development. By 
J. Harvey Perry. 2 vols. (Toronto: University of Toronto Press. 1955. 
Pp. xviii, 324; xi, 439. $25.00 per set.) 

This study provides, for the first time, a well-integrated and impressively 
detailed record of the development of federal, provincial and municipal taxa- 
tion in Canada, and of intergovernmental financial arrangements. It is a 
valuable addition to the growing list of publications sponsored by the Cana- 
dian Tax Foundation, an independent organization which promotes research 
in current problems of public finance. Although his approach is primarily fac- 
tual and descriptive, the author skilfully interprets events in the light of the 
peculiar mixture of economic and political expediency which has permeated 
the Canadian fiscal scene at all stages of its development. In recent months, 
there has been widespread discussion of the need for revising the basis of 
dominion-provincial financial relations and the allocation of tax powers 
within the Canadian federation, and anyone hoping to comprehend the 
complex issues involved must recognize that here, “history is everything.” 
Perry’s contribution is therefore timely, for it provides a carefully developed 
background without which the intelligent discussion of these pressing and 
seemingly intractable problems in Canadian public finance is impossible. 

In 1867, the prospect of union posed serious financial problems for the 
several provinces. These, and their solution, are discussed in Part I of the 
study. The new federal government was clearly intended to assume dominant 
financial status, for it was granted power to levy “any mode or system of 
taxation,” and it took from the provinces their almost sole source of revenue, 
customs duties. The provinces were expected to finance their limited func- 
tions through federal debt allowances, statutory grants and the right to levy 
direct taxation. Such taxation was extremely unpopular, and this latter right 
was assumed to be virtually worthless. 

The central theme of the book (Parts II-VIII) is the evolution of Canadian 
taxation since Confederation, and this discussion is chronologically subdivided 
to conform to the generally recognized periods in Canadian economic de- 
velopment. This procedure serves to emphasize both the relatively wide fluc- 
tuations characteristic of the Canadian economy and the extraordinary flexi- 
bility required of its fiscal institutions, if they are to operate with tolerable 
efficiency. After noting that “most of the imposing [tax] structure we know 
to-day is no older than thirty-five years,” the author proceeds to unfold an 
interesting, detailed and well-documented account of the continuing struggle, 
by all three levels of government, to adapt their financial resources to fre- 
quently unpredictable but relentlessly increasing demands arising from such 
diverse influences as prosperity, depression and war. Also chronicled is the 
slow and relatively late acceptance of the federal budget as an instrument 
of economic control. 
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Intergovernmental financial arrangements pose the really crucial prob- 
lems in any federation, and these are surveyed in Part IX. The basic ex- 
planation of Canada’s fiscal problems lies in the fact that various powers 
originally assigned constitutionally to the federal government have been 
transferred to the provinces by successive judicial interpretations. This proc- 
ess has created serious internal strains “by altering responsibilities without 
simultaneously making commensurate changes in | fiscal] powers.” Extraor- 
dinary ingenuity and flexibility in intergovernmental transfer payments have 
enabled the Canadian economy to withstand these strains, although they 
have increased ominously since the second world war. Major developments 
in this area include the Rowell-Sirois Report (1940), the wartime Tax Rental 
Agreement (1941), the Reconstruction Conference (1945) and the five-year 
Tax Rental Agreements negotiated in 1947 and 1952. 
Appended to the study is a chronology of the main events in Canadian 
taxation, a list of all federal budget speeches and the revenue and expendi- 
ture statements of all governments in Canada since Confederation. These are 
followed by a comprehensive bibliography of Canadian public finance. 
This book represents a solid accomplishment in a poorly cultivated area. 
It provides both an impressive array of facts, carefully assembled and de- 
scribed, and a rationale of Canada’s fiscal evolution. This reviewer agrees 
substantially with the author’s interpretations, but one of the exceptions 
deserves comment. Perry objects to measuring the “burden” of taxation in 
terms of the percentage of national income collected (p. 272), on the grounds 
that this assumes that the individual citizen derives no benefit from the 
state. However, his own approach reveals merely an indiscriminate mixture 
of welfare, financial and productivity concepts, and he further asserts that 
the notion of a social (as distinct from the individual’s) tax burden is un- 
realistic. Surely few persons would deny the possible existence of a real tax 
burden on the economy or the desirability of studying its consequences. 
Occasionally one suspects that the author’s views are obscured by inade- 
quately qualified statements. For example, there is his statement that, as a 
consequence of the severe contraction of customs revenues after 1929, “it 
was necessary [italics mine] to make heavy increases in all other forms of 
taxation” (p. 254). This statement requires interpretation, if only to remove 
its apparent inconsistency with the view that common sense suggests the 
reduction of taxes in depression because the results would be “immediate, 
visible and beneficial” (p. 393). Elsewhere, it is suggested that the economist 
need not concern himself with the effects of heavy wartime taxation on initia- 
tive, since “he is intent on gauging only the mathematical implications of 
withdrawing a given number of dollars from private hands” (p. 332). The 
economist will justifiably question this implication as to his functions. Again, 
we read that “the rapid conversion to wartime requirements represents a 
major upheaval—a head-on collision between the economy of war and the 
economy of peace” (p. 329). This jarring metaphor is inapt, for if such a 
collision in fact occurs, the cause is faulty controls. Canada’s wartime ex- 
perience confirms the view that, given adequate monetary-fiscal policies sup- 


| 
3 
ae 
SF 
st 
3 
> 
ie 
d 
pee) 
the 
42 


BOOK REVIEWS 469 


plemented by appropriate direct measures, no such catastrophe need occur. 

Written by a specialist who for many years guided the formulation of 
Canadian federal tax policy, Taxes, Tariffs and Subsidies is an imposing 
study, in which the deficiencies of interpretation and exposition are re- 
markably few. The foregoing criticism in no wise reflects upon the basic 
soundness of a work which will be indispensable reading for all serious stu- 
dents of Canadian public finance. 

R. Craic McIvor 
McMaster University 


Soviet Taxation: The Fiscal and Monetary Problems of a Planned Economy. 
By FRANKLYN D. HotzmMan. (Cambridge: Harvard University Press. 
1955. Pp. xix, 376. $6.50.) 

The basic financial task that confronts Soviet planners year after year is a 
surprisingly familiar one to economists in the West. It is the problem of 
maintaining monetary stability while a substantial share of the national 
product is being diverted to uses other than current consumption, principally 
to capital formation and defense. In the Soviet case, the relentless pursuit of 
forced industrialization and military strength in a relatively underdeveloped 
country no doubt has meant a larger and more persistent diversion of re- 
sources to “nonconsumption” than has been the case in the West. Accordingly, 
the problem of excess purchasing power arises in a particularly acute form, 
and threatens to distort the orderly course of economic activity and to under- 
mine the all-important incentives to work. The anatomy of this problem and 
the efforts of the Soviet financial planners to cope with it constitute the basic 
economic theme of Professor Holzman’s scholarly and comprehensive study of 
Soviet taxation. 

It might be pointed out that the mere presence of a basic economic theme 
is something of a rarity in a field where research is all too often confined to 
statistical compilation and institutional description. Not that the author has 
neglected the statistical and descriptive parts of his task. On the contrary, a 
major portion of the book is devoted to a systematic and detailed review of 
the evolution of each of the major elements of the tax system since its early 
Soviet beginnings, and to a most thorough and complete compilation of Soviet 
data on revenues and consumer money incomes from the 1920’s to the present. 
But this valuable and well-documented mass of information is not presented 
as an end in itself. Holzman has made a determined and, on the whole, 
successful effort to fit his wealth of statistics into a broad analytic framework 
that provides perspective to the general reader and stimulation to the special- 
ist. 

Much of the author’s analytic effort is ultimately focused on a critical 
evaluation of the Soviet tax system as a whole, in terms of four explicit 
criteria of equitable and efficient fiscal policy: (1) success in containing in- . 
flation, (2) effectiveness in preserving work incentives, (3) equity in the 
distribution of the tax burden, and (4) efficiency in the allocation of resources. 

Holzman finds that while prewar fiscal policy was consistently unsuccessful in 
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combatting the inflationary effect of short-term credit expansion, Soviet policy 
in the postwar years appears to have succeeded remarkably well in this re- 
gard. Whether the Soviets have found the answer to this problem once and 
for all remains to be seen. Holzman recognizes that his second and third 
criteria, incentives and equity, are very much in conflict: taxes that best 
preserve incentives tend to be inequitable. The Soviet tax system is un- 
ashamedly oriented toward incentives at the expense of social justice. Never- 
theless, contrary to expectations, the author finds that the tax structure as a 
whole appears to be at least proportional to income, if not mildly progressive. 

Any rigorous application of these criteria, of course, requires a formidable 
conceptual and statistical research effort that would carry the author far 
afield into the broader realms of economic planning and price theory. Holz- 
man’s analysis is a more limited and tentative one. Its appeal, however, is not 
confined to students of the Soviet economy or to specialists in public finance; 
the study should be of interest also to the general economist, who will find 
that it adds a new dimension to a broadly familiar subject. 

Hans HEYMANN, Jr. 
The RAND Corporation 
Washington, D.C. 


Financing Metropolitan Government. Symposium conducted by the Tax 
Institute, November 18-19, 1954. (Princeton: Tax Institute, Inc. 1955. 
Pp. viii, 295. $5.00.) 

This symposium seems to have been planned in a way that does not fully 
accord with the scholarly standards and policy-stimulating aims that the 
Tax Institute has set for itself and which have been evidenced in others of 
its publications. The reader is faced with twenty-six papers and discussion 
records, several of them less than five pages in length. A few of the contribu- 
tors appear to have assumed that nothing worth while could be said under the 
circumstances, and some of the others, while putting forth some effort, pro- 
duce only generalizations to which no one can take exception, or restate widely 
accepted facts and conclusions. The fault seems largely in the choice of topics 
rather than in the capacity of the contributors, since the positions they hold 
justify on the reader’s part an expectation of solid nourishment. 

Despite these shortcomings, the symposium is useful for those who are in- 
terested in the considerations governing a choice between a general-purpose, 
expanded, metropolitan governing-unit and a number of special-purpose 
authorities or agencies; in the degree to which the “decay” or “decline” of the 
central city is in fact merely a slower rate of growth than that which obtains 
in the suburbs; in the distinction between rate of growth in employment and 
rate of growth in number of residents; and in recent developments in Detroit 
and Toronto. 

In retrospect, it seems that more might have been accomplished by selecting 
four or five topics of intermediate scope, and assigning two or three contribu- 
tors to each of them. In its fragmentation (partly redeemed at the end by a 
long paper on an ideal theoretical plan of finance for a metropolitan area), 
and in the conservatism of approach apparent in many of the papers, the 
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symposium unhappily resembles the financial systems that constitute its 
subject. 
Cari S. SHouP 
Columbia University 


International Economics 


The Political Economy of American Foreign Policy—Its Concepts, Strategy, 
and Limits. Report of a Study Group, W. Y. Elliott, chairman, spon- 
sored by the Woodrow Wilson Foundation and the National Planning 
Association. (New York: Henry Holt. 1955. Pp. xv, 414. $6.00.) 

This book is not as much a discussion of current foreign economic policy 
as it is a discussion of what foreign economic policy could be made to be if 
it were conceived as a part of total policy—domestic and foreign—and judged 
in the light of long-range political, strategic, and moral objectives of the 
United States. This orientation gives to the book a depth and penetration not 
often encountered in discussions of foreign economic policy and places it in an 
entirely different category from former official reports such as those of the 
Colmer Committee, the Gray Report or the more recent Randall Commission. 

Beginning with the statement that “the central objective of American 
foreign economic policy is to foster the construction of a better integrated 
and more effectively functioning international economic system” (p. 8) the 
authors argue that this essential integration is now ‘structural and constitu- 
tional in character and “goes to the very roots of the system of world order” 
(p. 54). Two related theses run through the book. The first is that the auto- 
matic and more or less calculable international economic integration of the 
19th century, resting on the institutions of a free-market economy and a belief 
in noninterference of government in economic affairs, has vanished forever 
in the wars and depression of the 20th century. This breakdown of 19th 
century economic relationships cannot be analyzed within the traditional 
framework of economic theory but requires an understanding of the long- 
range structural changes—the “social, political and moral supports on which 
any existing economy must rest.” The second argument grows out of the 
first; it is that the economic problems of the world can no longer be solved 
behind national frontiers and that the essential economic integration can be 
found only in the deliberate coordination of national economic policies with 
supranational organizations wherever necessary to enforce agreement. 

The book is divided into two parts—Diagnosis and Prescription. Each part, 
in turn, divides the free world into two groups of countries—Western Europe 
and Japan on the one hand and the Underdeveloped Countries on the other— 
and both diagnosis and prescription emphasize the problems common to each 
group. This method has the advantage of focusing attention on the broad 
sweep of historical, political, and economic change that makes the 20th cen- 
tury structurally different from the 19th and its problems unsolvable within 
the older context. It has the disadvantage of oversimplification, particularly in 
the discussion of the underdeveloped countries, where many of the problems do 
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not fall too easily into generalities of common experience. 

Diagnosis of the economic problems of Western Europe and Japan and of 
underdeveloped countries is carried out in terms of four major concepts which 
serve as a framework for the analysis of the interrelated social, political and 
economic pressures which play upon the contemporary international economy. 
Thus, economic aspirations are the pressures by peoples for economic resources 
to satisfy social aims. These become economic claims when “made the goal of 
an organized social group wielding political or economic power.” Economic re- 
quirements for resources to maintain military security, economic self-support 
and an adequate rate of economic growth may be competitive with each other 
and with economic claims. Economic efficiency is defined as the degree of 
effectiveness with which an economy satisfies existing requirements and 
claims, while economic health requires such satisfaction in a tolerable degree 
(pp. 50-52). 

Against this background both external and internal economic problems of 
Western Europe and Japan are analyzed and diagnosed in terms of their 
effect on capacity for economic growth or the attainment of economic health. 
The external environment, for example, limits economic growth by imposing 
national restrictions on international economic relations, by its insecurity and 
incalculability, by the unexpansive agricultural production in traditional ex- 
port markets and by the superior competitive strength of American industry 
and the inaccessibility of the American market (p. 95). Internal economic 
factors interact on each other and with the external factors to produce, in 
differing degrees, a condition in which economic claims and requirements are 
greater than economic potentiality. 

Prescription rests fundamentally, therefore, on the creation of an environ- 
ment in which the economies of Western Europe will have a wider opportunity 
for economic growth. Because for many of these economies “the nation-state 
system is increasingly unable to satisfy their minimum requirements for self- 
defense, self-support and economic growth and to achieve a politically accept- 
able reconciliation of conflicting claims for incomes and opportunities” 
(p. 396), it is necessary to move toward a closer economic and political union 
of Western Europe. Such a union, however, can neither take place nor continue 
to exist without the political and economic support of the United States and 
requires the “willingness of the United States to take measures . . . which 
involve it ever closer with European affairs” (p. 324). These measures are 
specifically discussed (pp. 235-325) and point toward the creation of an 
Atlantic union with full participation of the United States; and “unification 
on both levels—the European and the Atlantic—-must move together or not at 
all” (p. 324). 

The problems of underdeveloped countries are diagnosed in terms of the 
profound social, economic, political and ideological changes which are im- 
pinging upon the whole fabric of society, changes in which economic problems 
are both “cause and consequence of social and political development” (p. 175). 
Economic answers alone can have, at best, a marginal effect on this transfor- 
mation but the economic future of the underdeveloped countries is seen as 
intertwined with that of the West through their mutual interest in the produc- 
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tion and price stabilization of primary products, and as markets for goods, 
particularly those of Western Europe and Japan. 

This is an extremely suggestive and stimulating book. Its interest lies not 
so much in the particular economic discussion and recommendations (much 
of which has been said before) as in its orientation and focus. Economic policy 
becomes grounded in total policy and judged in the light of the changed 
structure of our times. It deserves to be widely read and discussed not only 
by economists and other social scientists but by policy makers everywhere. 

B. NoRTHROP 

Bryn Mawr College 


American Imports. By Don D. Humpnurey. (New York: Twentieth Century 
Fund. 1955. Pp. xviii, 546. $6.00.) 

Don D. Humphrey’s American Imports has been jointly sponsored by the 
Twentieth Century Fund and the National Planning Association and includes 
as a final chapter both majority and minority policy statements by the Asso- 
ciation’s Committee on International Policy. The theme of the book is stated 
in the opening sentence: “The United States imports too little and has for a 
long time.” The author traces historically the appearance and growth of the 
export surplus, the failure of imports to keep pace with the growth in national 
output, and the changes in their composition. A chapter examines the relative 
instability of imports compared with domestic output and another demon- 
strates, not unexpectedly, that tariff levels have not been the main determinant 
of the over-all importance of imports. There follows a study of the difficulties 
in the way of increasing imports and of the domestic industries which are most 
vulnerable. Because the Trade Agreements Program has looked towards the 
protection of home industry as well as towards free multilateral trade, its 
effectiveness in increasing imports has been limited. The Trade Agreements 
Committee has seldom recommended any concession which even one of its 
members believed might injure a domestic producer. Together with the prac- 
tice of subdividing tariff schedules, the continuance of quotas, and the recently 
strengthened escape clause, this has meant that although the average duty on 
dutiable imports declined by 70 per cent between 1934 and 1949, the half of 
the reduction due to the indiscriminate effects of rising prices was more im- 
portant in increasing imports than were deliberate tariff reductions. 

Not only tariff rates have hindered imports but also difficulties of classifi- 
cation and valuation, marking requirements and the Buy American Act, 
institutional barriers, including difficulties of communication between pro- 
ducers and retailers and of obtaining the prompt delivery of re-orders, and 
the reluctance of foreign producers to incur heavy promotion costs. As the 
author, in the course of many interviews with importers and trade officials, 
must have gained an impression of the relative importance of these various 
factors for particular classes of goods it seems a pity that he could not have 
attempted some qualitative evaluation of them. A single chapter by Calvin B. 
Hoover on The European Exporter’s Point of View brings out an important 
reason for the limited increase in imports of many manufactured goods: the 
lack of economic incentive, in full employment, for European producers to 
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divert supplies to the American market. Of imports which might increase in 
the event of further tariff reduction, those which might injure domestic pro- 
ducers include agricultural products, which Humphrey estimates might form 
half the potential increase, fish, textiles, leather goods, floorcoverings, hats, 
cutlery, china and earthenware and hand-blown glass. The problem of adjust- 
ment is not underrated; “It is no use to sugar-coat the import pill.” Industries 
which would be affected are often those which are already in stagnation or 
decline for other reasons, and the author is willing, even assuming an ex- 
panding economy and specific programs to alleviate hardship, that adjust- 
ments should be allowed to take place over a generation or more. 

On the basis of the report, the Committee concludes that imports will not 
increase significantly unless measures at least as far-reaching as those 
recommended by the Bell Committee are taken, though one of its members 
takes the view that the time is inopportune and suggests a list of conditions 
for further tariff reductions which would effectively prevent them. 

The most serious limitation of the study is the extent to which it is already 
out of date. There are signs both in the diagrams and the tables that the author 
did not have adequate assistance in the compilation of the statistical data. In 
nearly half the tables in which postwar and prewar years are compared 1949 is 
the postwar year cited, while few of the time series continue after 1950 or 
1951. 1949 is not a good year from which to draw conclusions about postwar 
trends. It is not long enough after the war to be considered for most purposes 
as normal; it was a recession year and the year of devaluation, and it is now 
seven years ago. If Table 4, for instance, which shows the percentage of total 
imports formed by the largest eight items in 1929, 1933, 1937 and 1949 is 
brought up to date the tendency towards concentration seems to have been re- 
versed. Whereas in 1949 these items formed 54 per cent of the total, the figures 
for 1953 and 1954 are 50 and 47 per cent, respectively. 

American Imports covers its ground thoroughly and in considerable detail 
and it is to be hoped that the general reader, for whom it is intended, will 
not be discouraged by the duller sections, such as that on tariff history, from 
going on to the real business of the book—the problem of how United States 
imports can be increased. 

RoseMARY Hutt 

Massachusetts Institute of Technology 


Wirtschaftssysteme und internationaler Handel. By Ernst Heuss. (Ziirich: 
Polygraphischer Verlag. 1955. Pp. 224. Sw. Fr. 21.85.) 


The changes occurring in the economic systems of nations on the one hand, 
and in trade relations between them on the other, have raised the question 
what relationship, if any, exists between these two phenomena. Dr. Ernst 
Heuss of the Handels-Hochschule of St. Gallen has addressed himself to this 
problem. In his book Heuss has applied conventional marginal analysis and, 
in general, microeconomic theory to international trade relations with great 
skill. In relatively few places has he drawn on macroeconomic theory, although 
his problem essentially is macroeconomic in nature. 

For his analysis, the author has selected four economic systems: the purely 
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competitive economy, the competitive economy having an autonomous mone- 
tary policy, the privately monopolized econcmy and the planned economy. 
For each of the four systems foreign trade equilibrium conditions are de- 
veloped, by and large on the implicit assumption of bilateral trade, two com- 
modities and static conditions. At different times the relations between space, 
transportation and markets as well as the determinants of exchange rates are 
discussed. 

At the end the author attempts to set up a model of trade between a purely 
competitive and a planned economy. He undertakes to show that the competi- 
tive system, forced to bargain with a highly centralized foreign trade office of 
the planned economy, would always be at a distinct disadvantage. On the basis 
of this contention the conclusion is reached that the traders of the competitive 
economy would be forced to establish a central office which would negotiate 
with its counterpart in the planned economy. This office would, in turn, be- 
come a monopsonist in the procuring of export goods and a monopolist in the 
sale of imported goods. The implications are that as soon as a single country’s 
economy becomes privately monopolized or directed by a planning board, the 
international trade mechanism will cause monopoly to spread all over the 
world. That planned economies are on the rise is not a question in the author’s 
mind who sees a secular increase in the power of central governments every- 
where. 

This trend of thought leads Heuss to the conclusion that trade between 
nations, be it bilateral or multilateral, causes changes in their economic 
systems. As an example, he asserts that as soon as foreign exchange is con- 
trolled, the country’s economy is planned. 

This book raises in the mind of this reviewer a serious question concerning 
the appropriateness of the tools used in the analysis, which in turn makes the 
validity of the conclusions appear doubtful. The author has pushed ahead the 
frontiers of economic theory at a number of points. For instance, he has 
shown that A. P. Lerner’s conditions for an effective exchange rate are applica- 
ble to only a few special cases, and he has provided mathematical formula- 
tions for more general conditions. The fact remains that in most of his efforts 
tools based on most restrictive assumptions are used. This in itself would not 
be dangerous. But the fact that the author makes far-reaching policy recom- 
mendations based upon these unrealistic assumptions should cause some con- 
cern. For instance, important conclusions are drawn from a model in which 
the import demand of the planned economy is completely inelastic and the 
marginal and average propensity to import are equal and constant over time. 

Based as it is on such highly simplified assumptions, the author’s assertion 
that international trade leads to the spreading of planned and privately 
monopolized economies appears insufficiently supported. This is not the place 
to argue whether or not planned and privately monopolized economies are, 
in fact, taking over. However, Heuss has not substantiated his conclusion to 
the satisfaction of this reviewer at least. This weighty problem needs to be 
considered in a much broader setting. 

In summary, the theory parts of this book are well worth reading. They 
testify to the author’s skill in using his tools. The weakness of the book is in 
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its conclusions and, particularly, the way in which they are derived from the 
theoretical considerations. 
WERNER Z. HirscH 
Washington University 
St. Louis, Missouri 


La politique du commerce extérieur. By Bert1t OHLIN. Translated from 
Swedish by J. Auxenfans with the assistance of J. Mouly. (Paris: Dunod 
Editeur. 1955. Pp. xvi, 308. 1,700 fr.) 


Despite the title, commercial policy takes up only about half of Ohlin’s 
book, which is in fact a general introductory text on international economics. 
Ohlin himself has adapted his fifth Swedish edition to the needs of French 
students, businessmen, and government officials. 

The author first explains the basis for trade along the lines of his /nter- 
regional and International Trade (1933)—different national endowments of 
productive factors, the economies of specialization and mass production, the 
influence of internal and international transport costs. Trade appears as an 
indirect exchange of abundant factors for scarce factors. This leads into 
discussion of how trade tends to equalize factor prices internationally and to 
modify domestic income distributions. As is appropriate for the broad reader- 
ship the author has in mind, the discussion is a nonrigorous appeal to intui- 
tion. Ohlin does not give his views on recent theoretical inquiries into the scope 
and meaning of the factor-price-equalization and income-distribution theorems. 

Still aiming at a popular audience, Ohlin explains the balance of payments 
with ample attention to the notions of “favorable” trade surpluses and 
“unfavorable” trade deficits. Without using the formal apparatus of foreign- 
trade multipliers, he makes clear the role of income levels in import demands 
and in the trade-balancing process. References to history enliven explanations 
of foreign exchange, the gold standard, purchasing power parity, devaluation, 
exchange control, speculation, and so forth. (Here, incidentally, is the place 
for the traditional bit of reviewer’s carping: Ohlin commits a non sequitur in 
citing the Danish crown episode of 1925 to illustrate disruptive speculation 
under freely fluctuating exchanges. As he admits, the bullishness in question 
stemmed from well-based expectations that the crown would soon be officially 
repegged at above its prevailing value.) 

The typical American textbook cannot match Ohlin’s patience in demolish- 
ing popular fallacies, such as that tariffs are needed to preserve a generally 
high level of wages from a ruinous flood of imports or that a country should 
make for itself all things made at least as efficiently at home as abroad. 
Ohlin shows why the particular industries handicapped by high wages, even 
though perhaps in some absolute sense more efficient than their foreign coun- 
terparts, are precisely the ones that use a country’s resources with the least 
relative efficiency. He shows that free-market prices will enable even a low- 
productivity country, on the other hand, to export the things it makes with 
least relative inefficiency. 

These commonplaces are interesting when stressed by an author whose 
earlier book emphatically claimed superiority for his general-equilibrium ap- 
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proach over the classical approach. Ohlin now must strain to avoid mentioning 
the principle of comparative advantage by name. In fact, an appendix does 
give a lucid graphical and arithmetic exposition of the principle, conceding 
that it is of “very great interest, and definitely not just from the historical 
viewpoint, for it is able to bring out certain essential facts.” What Jacob 
Viner suggested in his Studies in the Theory of International Trade (1937 
now seems generally recognized—that the general-equilibrium and compara- 
tive-advantage approaches need not be rivals. One usefully describes the 
bases and effects of trade; the other is most useful in a welfare analysis of the 
gains from trade. Comparative advantage is an a fortiori proposition: even 
in the extreme case where it could meaningfully be said that one country is 
absolutely more efficient or less efficient than other countries in all lines of 
production—even then trade and specialization could offer a gain in real 
income. 

In just 74 pages Ohlin sketches national commercial policies from the age 
of mercantilism through the heyday of relatively free trade, the swing back 
toward protectionism in the late nineteenth century, the troubles between 
the two world wars, and up to the General Agreement on Tariffs and Trade, 
the European Payments Union, Benelux, Schuman Plan, and other current mat- 
ters. This history is followed by analysis of trade restrictions and of the 
standard protectionist arguments. 

Ohlin’s eminence commands attention to whatever views he may now hold 
——views on what aspects of international economics are really fundamental, on 
how important the few respectable economic excuses for tariffs are in practice, 
on whether chronic dollar shortage could result from faster growth of produc- 
tivity in the United States than in Europe, and on policies to stabilize world 
prices of raw materials. To the economist, however, the book will be valuable 
chiefly as a lesson in expository skill. (This remains true despite occasional 
neglect of obvious opportunities to paraphrase away some remnants of eco- 
nomic jargon.) A top-flight expert in his field has shown how to rescue popu- 
larization in economics from the clutches of special pleaders. 

LELAND B. YEAGER 

University of Maryland 


Business Administration 


Foundations of Productivity Analysis: Guides to Economic Theory and 
Managerial Control. By Beta Gotp. (Pittsburgh: University of Pitts- 
burgh Press. 1955. Pp. xi, 303. $5.00.) 


Productivity Measurement. Vol. 1, Concepts. Project No. 235 of the European 
Productivity Agency. (Paris: Organisation for European Economic Co- 
operation. 1955. Pp. 143. $1.00.) 

These two works on productivity reflect the effort of economists to render 
their discipline more serviceable. The book by Gold constitutes an attempt to 
convert productivity measures into a useful management tool. The O.E.E.C. 
publication is directed toward making such measures more useful in formulat- 
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ing national economic policy. Both undertake in various ways to clarify the 
theoretical implications and practical problems of productivity indexes. 

Gold’s book is divided into five parts: Part A deals with the purposes, prin- 
ciples, and measurement concepts of productivity analysis. Part B sets up a 
sequence of increasingly refined analytical models. Part C discusses the proxi- 
mate causes of change in the productivity of inputs separately and jointly. 
Part D deals with the technical and business consequences of changes in 
productivity, and Part E considers productivity changes within the larger 
framework of managerial decision-making. The reader is thus afforded a 
systematic exploration of the problem of productivity measurement, primarily 
at the level of the individual firm but with occasional exploration of problems 
within a larger frame. He has developed a technique of analysis which may 
prove useful in many enterprises. Moreover, by drawing on what seems a 
substantial knowledge of industrial operations he provides many interesting 
insights into the elements which affect and are affected by productivity changes 
at the operating level. 

This reviewer found particularly helpful Gold’s insistence on the necessity 
for selecting the component parts of a productivity index in the light of the 
purpose the index is expected to forward, for different purposes may call for 
quite different kinds of data. For example, consuming industries are more 
likely to be interested in the cost of a given input per unit of output, while 
suppliers of the input are more likely to be interested in the physical volume 
of the input per unit of the consuming industry’s output. In consequence he 
favors tailoring indexes to meet the needs of the situation and abandoning 
the notion that any given index is superior to all alternatives for all purposes. 
In this view most if not all contributors to the O.E.E.C. volume appear to 
concur. 

The variables on the input side which Gold considers important at the level 
of the firm, and which he arranges in a variety of meaningful equations and 
ratios, are direct labor in man-hours, capacity, fixed investment (weighted by 
the ratio of output to capacity), and materials volume. Indirect but routine 
labor in man-hours may also be included if warranted by its volume. 

While it has been agreed in static analysis since the days of J. B. Clark that 
it is incorrect to attribute any specific portion of the total output of an 
enterprise to one factor of production, Gold’s discussion raises by implication 
the related question for dynamic analysis of whether increments to total out- 
put (and therefore changes in the productivity of different factors) may be 
causally attributed to quality improvements in one of the factors. While the 
correct answer to this, as Gold seems to think, may well be in the affirmative, 
as e.g., when the measured productivity of all inputs rises with an improve- 
ment in machine design, clearly evidence of the concrete changes in the 
productive process must be presented to support an imputation of this sort. 
Lacking such evidence one finds it difficult to accept wholeheartedly Gold’s 
statement that the gains in labor productivity in the steel industry over the 
period 1904-1939 were “overwhelmingly” attributable “to changes in the 
productivity of fixed capital” (p. 77), when a priori the reverse or neither may 
be true. 
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It is also doubtful that many would agree with Gold’s judgment that a time 
series of fixed investment, either for a given firm or for a larger aggregate, 
should on principle be measured in original cost less accounting depreciation 
(pp. 97-101). Such a series is defensible on grounds of expediency, and then 
only if it can be safely presumed to bear a fairly stable relationship to a “true” 
index in constant prices if one were available. One consequence of his treat- 
ment of fixed investment is that the productivity of this input may “rise” as 
it ages because accounting depreciation is too rapid! This possibility in fact 
is recognized by Gold (pp. 138-39). 

These criticisms and others which might be offered on other points aside, 
however, Gold’s book contains much of value and can be studied with profit by 
both economists and management experts interested in productivity analysis. 

The O.E.E.C. volume (the first of three planned), G. Deurinck says in his 
introduction, took the form of six essays by different authors because it 
developed that a composite study would conceal basic conceptual differences 
among the authors. Yet the basic shortcoming of the work lies in the failure of 
the authors to come to grips with each other’s ideas. Indeed, a great service 
would have been performed if each contribution had been accompanied by the 
comments of a knowledgeable critic. 

Despite the resulting formlessness of the book, the individual papers have 
considerable interest. Those by Irving H. Siegel, Erik Ruist, and B. Walstedt 
appealed most to this reviewer. Siegel’s essay, the most comprehensive of all, 
manages in forty paragraphs to delineate both the principal errors in practice 
and the leading theoretical requirements of productivity indexes. The penal- 
ties for his scope and brevity will be borne by the less initiated of his readers. 
The rest will greatly appreciate his cogent summary. 

Ruist, of Sweden, presents a neatly reasoned piece on the conditions under 
which productivity indexes can and cannot justifiably be used in wage setting, 
while Walstedt, of the International Monetary Fund, presents what seems an 
ingeniously simple technique for international comparisons of productivity by 
industry. His method consists essentially of determining the cost of producing 
a given product in country A with the input quantities of country B, the 
latter valued in A’s prices. The result is then compared with the actual price of 
the product in A. 

In addition to these the volume contains a note on terminology by a working 
party of the French National Committee for Productivity under Jean Fouras- 
tié; a brief paper by the late Laszlo Rostas on various aspects of productivity 
measurement; a paper by Gerhard Fiirst, of Germany, on the role of official 
statistics in productivity measurement with special reference to his own 
country; and a few short mathematical notes and numerical illustrations of 
interest to specialists. The book is unfortunately marred by a large number 
of typographical errors which sometimes obscure the author’s meaning, a 
result occasionally matched by the translators. 


Jacos SCHMOOKLER 


Michigan State University of Agriculture 
and Applied Science 
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Economic Accounting—A Textbook in Accounting Principles for Students of 
Economics and the Liberal Arts. By Joun P. Powetson. (New York: 
McGraw-Hill. 1955. Pp. x, 500. $7.50.) 

Dr. Powelson has written an excellent but mistitled text. The book is 
divided into two sections—one deals with individual enterprise accounts, the 
other with aggregate or social accounts. The material on social accounting 
statements and the way they are related to individual accounts is clear and 
complete. The treatment of business accounting principles is too brief and 
episodic, however, to serve as an adequate coverage of that area. The discus- 
sion in that section is directed more toward the role of individual accounts in 
preparing social accounting statements than toward the development of an 
integrated system of business accounting principles. Considering this empha- 
sis, it is hard to see how the present title was selected. A more appropriate 
title, if long subtitles must be used, might have been “Economic Accounting—- 
A Textbook in Social Accounting Statements and the Relationship of Indi- 
vidual Enterprise Accounts to Them.” 

In the section on enterprise accounts, the transactions of a household, a sole 
proprietorship and two corporations are dealt with successively. For each 
type of enterprise, the events are analyzed into debit and credit elements and 
summarized on a worksheet. The worksheet is then used as the sole basis for the 
preparation of an income statement, balance sheet, and statement of sources 
and uses of funds in the traditional form. These statements are then recast 
into forms “‘more significant to economic analysis,” i.e., an income and prod- 
uct account, a real investment account, and a statement of the flow of funds. 

The study of individual enterprise transactions proceeds on an analytic 
rather than procedural level. Powelson demonstrates that an understanding of 
accounting does not depend on following the rituals of ruling and balancing, 
reversal entries and special journal forms. In view of the generally high level 
of this section, a few of the views expressed seem discordantly out of place. 
The uncritical acceptance of the principle of conservatism is probably the 
most glaring example (pp. 53-54). Others are the acceptance of the cost or 
market rule of inventory valuation (p. 103) and the failure to recognize that 
treatment of bond discount as an asset has no more justification in the ac- 
counting analysis of a going concern than it has in economic analysis (pp. 
93-94). It was also disappointing to find recurrent use of terms such as “sur- 
plus,” “reserve,” and “profit and loss statement” which have been criticized 
by various authoritative accounting groups. Despite these specific criticisms, 
Part I as a whole offers a complete and lucid preparation for a study of na- 
tional accounts. 

The second section opens with a discussion of techniques for consolidating 
individual enterprise accounts first into broader business aggregates and then 
into national social accounts. Thereafter the analysis proceeds in terms of 
aggregate accounts and entries. The use of the aggregate entry simplification 
permits an unusually complete coverage of social accounting statements. In 
addition to the traditional national income and product accounts, there is a 
discussion of balance-of-payments accounting, input-output table construction, 
and flow-of-funds accounts. In the final chapter, the author emphasizes again 
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chat the basic principles of double-entry accounting are equally applicable to 
individual and aggregate accounts, that all statements, individual or aggrega- 
tive, drawn from the accounts reflect those principles. 

In most of the areas of social accounting and especially in the section on 
flow-of-funds accounts, Powelson is serving as an innovator in accounting lit- 
erature. This occasionally results in a closer attention to the form of statement 
presentation and derivation than to the meaning and uses of the statements. 
The chapter on input-output tables is a happy exception where there is a 
neat blending of statement development and description of the statement’s 
economic usefulness. 

Powclson’s key introductory paragraph says: 

Thus accounting statements cover the entire field of economic analysis. 
Business accounts are useful in partial equilibrium studies, in which 
attention is focused on decisions made on the level of the firm. Students 
of corporation finance, security markets, business organization, labor 
relations, and government control of industry should consider a familiar- 
ity with accounting principles as part of their basic equipment. State- 
ments of commercial and central banks and the flow-of-funds accounts 
provide the ingredients for studies of the nation’s monetary structure 
and the impact of fluctuations in money and other economic activity. 
The national product and related accounts, including the balance of 
payments, are necessary implements in Keynesian economics, with its 
emphasis on saving, investment, consumer expenditures, and above all 
on national income and product. Finally, by assigning values to the 
variables of which general equilibrium theory is composed, the input- 
output tables store a wealth of information applicable to economic studies 
over a very wide and practical range. 


For analysis on the firm level, the book provides a helpful but far from 
complete accounting background. On the subject of aggregative accounts, this 
is a pioneering accounting effort that is not likely to be equaled for some 
time. 
SipNEY Davipson 
Johns Hopkins University 


Industrial Organization; Public Regulation of Business 


The Federal Antitrust Policy: Origination of an American Tradition. By 
Hans B. TuHoretwt. (Baltimore: The Johns Hopkins Press. 1955. Pp. 
xvi, 658. $8.00.) 

This comprehensive account of the first thirteen years of the Sherman Act 
aims at research into that period for its own sake, but even more at “a syn- 
thesized social science interpretation” of what Mr. Thorelli considers the 
formative years of antitrust policy. Part I deals with the common-law origins, 
the “economic, social, constitutional and political background,” and finally the 
legislative history, of the Sherman Act. Part II surveys “economic, social, 
and political trends” from 1890 to 1903, the administration and enforcement 
of the Act, judicial decisions, and discussions of the trust problem in Congress. 
There is an epilogue of “summary, conclusions, and appraisal.” 
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It is an impressive work. The labor involved must have been enormous, 
and the writer is always judicious and fair in appraising the mountainous 
evidence he has compiled. In this reviewer’s opinion, the basic deficiency is 
failure to use economic analysis of price and output determined by a market 
mechanism; and this in turn has led to what I would consider errors of legal 
and historical interpretation. This review must perforce pay them dispropor- 
tionate attention. All the more necessary does it become, therefore, to ac- 
knowledge one’s general admiration not only for the wealth of detail, but for 
the writer’s boldness in taking the whole field as his province. We need more 
rather than less of this kind of writing by our profession; and hence the 
general interest which the book should command. 

Because Mr. Thorelli’s look at the economic background does not focus on 
the market, he appears to have missed the significance of railroadization after 
1860. The wormlike mass of local railroads was consolidated into systems: in 
the single year 1869 the Baltimore & Ohio, Pennsylvania, and New York 
Central all reached Chicago from the East Coast. From 1860 to 1890, rail- 
road track mileage more than quintupled, an increase far exceeding that of the 
national product. From 1882 to 1890, in just the eight years before the Sher- 
man Act, average freight revenue per ton-mile fell by 25 per cent, while ton- 
miles of freight doubled. 

A volcanic transformation of markets had to result. Even had markets 
remained local, their growth in proportion to the swift rise in population and 
income would have evoked larger-scale enterprise. But local markets could 
now be, and had to be, made regional; regional markets had to become 
national. The opportunities were there for production on a scale never before 
tried or—particularly in the case of such industries as steel—never before even 
imagined. 

The logic of competition and of lower costs required larger and more effi- 
cient units in many markets, and a thrusting-out of smaller firms. But the 
businessmen who rushed into the new larger markets did not limit their goals 
to efficiency. Andrew Carnegie was the first to employ chemists regularly; he 
doubled the output of the Edgar Thomson works without increasing its labor 
force (a nice problem for the industrial statistician, incidentally); he also 
combined firms for what the economist would call monopoly gains. John D. 
Rockefeller saw to it that Standard Oil’s refining technique was always first- 
rate; he also bought out competitors and formed the South Improvement 
Company to monopolize the transportation of oil. It was all grist to the 
enterpreneurial mill; not for them the distinction between economies of scale 
and market control. 

The dispossessed or threatened small businessman thought the same way. 
Whether the threat was because of his higher costs or only his lesser size was 
to him a distinction without difference: he wished to be free of it. Further- 
more, while he might want to curb the trusts in his line of business, he wanted 
to let them alone elsewhere. From its very beginnings, therefore, the protest 
against big business was doubly confused. First, there was a desire to maintain 
competition, and a desire to protect competitors against competition. Equally 
or more important was the identifying of monopoly with size of firm and with 
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economies of scale. Apparently the trusts could not be destroyed or reduced 
in size without also losing efficient production. This Thorelli never quite states, 
but he provides eloquent documentation to demonstrate that neither profes- 
sional economists nor public opinion of any shade clearly distinguished big- 
ness, monopoly, and efficiency. It would have been surprising if they had; 
the new conditions were too unfamiliar to be understood. The economists were 
of little help precisely because they were more concerned with doing good 
than with understanding facts; they were unable to discern that the major 
premise—the descending long-run average cost curve-—was a very special 
rather than the general case. It was no accident that as John Bates Clark 
became increasingly theoretical in his economics, he became increasingly 
realistic in his approach to the trust problem. 

Thorelli’s analysis of the common law background likewise suffers from the 
absence of economic analysis. Edward S$. Mason—whose article, strangely 
enough, is never mentioned or even included in the voluminous bibliography 
—has pointed out that “monopoly” in the traditional legal sense was “a 
situation in which the freedom of any individual or firm to engage in legiti- 
mate economic activity is not restrained by the state, by agreement between 
competitors or by the predatory practices of a rival. But free competition as 
thus understood is quite compatible with the presence of monopoly elements in 
the economic sense of monopoly.” Control of the market was not the subject 
of the law. Monopoly meant exclusion.’ And there is a fatal ambiguity about 
whether the exclusion is by superior efficiency or predatory tactics. The oppos- 
ing concept was freedom—but for whom, to do what, was never defined in 
economic terms—certainly nothing that we would recognize as the criteria of a 
competitive society. Indeed Thorelli notes, quite correctly, that the common 
law never developed any criterion of the public interest (p. 18). 

The legislative history of the Sherman Act therefore embraces the economic 
evolution of the later nineteenth century, and the clash of interests it pro- 
voked; the imperfect understanding of the economic mechanism which Con- 
gress sought to control; and the legal concepts—the common law—to which 
they turned for instruments of control. The debates reflected a strongly con- 
servative and property-oriented outlook; and the Sherman Act was a very 
conservative law. It is far-fetched to suppose that the legislative intent was to 
protect “competition,” or “workable or effective competition.” The law sought 
merely to curb the trusts—to what extent, was not clear. Any illusions about 
the Act being a trust-busting instrument, or aimed at the maintenance of 
competition, will get no comfort from Thorelli’s pages. Senators Sherman, 
Hoar, and Edmunds (who among them fashioned the Act) thought they were 
enacting the common law of the several States and the British jurisdictions. 
It is clear that they accepted the presence of the great combinations; in 
Sherman’s words: “Experience has shown that they are the most useful 
agencies of modern civilization. They have enabled individuals to unite to 
undertake great enterprises only attempted in former times by powerful 
governments. The good results of corporate power are shown in the vast 


*E. S. Mason, “Monopoly in Law and Economics,” in Readings in the Social Control 
of Industry (Philadelphia, 1942), p. 28. 
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development of our railroads and the enormous increase of business and 
production of all kinds” (p. 184). And Sherman, like most of his fellow 
Republicans, was devoted to the protective tariff, saw nothing anticompetitive 
about it, and hence could not understand the criticisms of Senator Vest 
(p. 187). Senator Hoar, who had as much to do with the law as anyone, de- 
fined monopoly as “the sole engrossing to a man’s self by means which prevent 
other men from engaging in fair competition with him” (p. 201). And the 
Senator’s concept of “fair competition” appears from his opinion in 1891, 
which Thorelli has overlooked, that a group of sellers could lawfully agree on 
a common price and a pooling of profits—complete cartelization—if this was 
“a contract, although in partial restraint of trade, which is reasonable and 
reasonably limited in point of time, which has for its object merely saving the 
parties from destructive competition with each other.’ 

Thus, when we read today that Senator O’Mahoney is holding hearings to 
destroy competition in automobile retailing, and Senator Monroney declares it 
abhorrent that the traditional automobile dealer may be replaced by “a 
supermarket operation,” it cannot be said that these legislators are entirely 
false to the original purposes of the Sherman Act. Their primary object is to 
keep big business from annoying small business and curtailing its opportuni- 
ties for “free” or “fair” competition; but they are not concerned with possible 
control of the market by a few manufacturers. Certainly the authors of the 
Sherman Act never protested what to our eyes seems like the very ineffective 
enforcement of the Act after its enactment. The usual criteria of effective com- 
petition make us deplore the merger movement of 1894-1903. But the people 
who wrote the Act found little to criticise. This only proves again that the Act 
was designed only to keep the bad actors within bounds. Indeed, although 
Thorelli does not mention the fact, Senator Hoar, in 1903 when the merger 
movement was nearing its end, stated that the Act had worked rather better 
than expected. 

But Senator Hoar’s concepts of “fair competition” were—fortunately, we 
may say, with all due respect to that eminent figure—not the only content 
of the Sherman Act. By 1903, the law had begun to lead a life of its own, and 
as happens so often with children, it was not quite the life envisaged by the 
parents. There were several reasons. Published and Congressional discussions, 
as Thorelli demonstrates, were by then much more rewarding, largely because 
they drew nourishment from a soil much richer in facts. The merger movement 
had exerted a great educational influence—though it must be said that Thor- 
elli’s treatment of it is not helpful. He takes a cursory glance at Census 
statistics, which reveal some tendency to increasing average size of establish- 
ment; but since most of the “establishments” enumerated were hand and 
neighborhood shops, even this tendency is hardly established with any pre- 
cision. A fortiori, nothing can be said about concentration, either in the sense 
of inequality among firms, or of fewness of the largest firms. At the cost of 


*C. G. Washburn, “History of a Statute,” Boston Univ. Law Rev., Apr. 1928, VIII, 
95-116. I am indebted to my colleague William L. Letwin for this reference, and for 
much incisive criticism; his treatment of the period will shortly appear in the University 
of Chicago Law Review. 
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much labor, Thorelli has compiled a list of mergers during 1890-1903, but of 
course the mere listing means nothing. The figures of their “authorized stock 
capital” are of such uncertain accuracy as to be practically worthless as a 
measure of size, and there is no attempt to relate them to wider or narrower 
industry groups in order to assess their significance. Estimating total capitali- 
zation even in manufacturing industries would be a formidable task. The 
Census Bureau in blunt language has warned of the inaccuracy of even its own 
capitalization statistics (discontinued after 1919), which must have been far 
better than any privately reported figures.* In short, Thorelli has compiled 
numerators of doubtful accuracy, and has not supplied any denominators; yet 
all we are interested in are the fractions. The reviewer happens to believe that 
concentration was much increased by merger; but there is nothing whatever in 
Thorelli’s book to confirm this: love’s labor lost. 

To return to 1890: enforcement got under way very slowly. This chapter 
is based almost entirely on Thorelli’s original researches in the files of the 
Department of Justice; and here the time was well spent. It is fascinating 
reading to see a public policy begin to take form. In those early years, the 
initiative generally came from the local United States Attorneys, and it was 
they who redeemed the generally lax and clumsy efforts of the Washington 
office under Harrison, the veiled sabotage (except that the veil was as thin as 
Salome’s) of Cleveland’s Attorney-General Richard Olney; and the almost 
complete inaction under McKinley. With Theodore Roosevelt, no deep thinker 
but at least an active one, came a substantial change for the better, and 
Attorney-General Knox, an ex-corporation lawyer, was a willing and effective 
instrument. With his successful prosecution of Northern Securities (1904) and 
Swift (1905), Thorelli’s narrative ends. The shortcomings of enforcement he 
blames more on the administrators than the judges; although he has some 
occasional harsh criticisms to make of “judicial sophistry” or judges’ “sub- 
lime ignorance of economic realities,” etc. Even the notorious Knight decision 
(1895) which permitted the Sugar Trust to monopolize refining on the ground 
that manufacture was not interstate commerce, might have been avoided by 
more careful drafting of the complaint. 

Yet to say that enforcement of the Sherman Act was unsatisfactory, as 
Thorelli plainly believes, is perhaps to say too much. Control of prices and 
output in the market was simply not within the policy horizon of 1890, and 
it is a pathetic anachronism to suppose anything else. But that horizon 
grew wider, and during the last few years of the period, the Sherman Act was 
visibly changing into something closer to what it is today. Unfortunately 
Thorelli provides almost no analysis of the economic content of judicial opin- 
ions. Hence he is unable to appreciate the significance of such justly famous 
decisions as Addyston Pipe (1899) and Northern Securities (1904), and his 
treatment of them is altogether too cursory. In the brief compass of a review, 
we may indicate why. 

In Addyston Pipe, Judge Taft was confronted by the inconsistencies in the 


*See, for example, the comments of F. A. Walker, in Ninth Census of the U. S., Vol. 
ITI (Washington, 1871), p. 382. 
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common law and in the earlier Sherman Act decisions, some of which accorded 
with Senator Hoar’s view of “fair competition.” In one of the most skillful 
opinions ever rendered, Taft was able to strike down “the association of the 
defendants, however reasonable the prices they fixed, however great the neces- 
sity for curbing themselves by joint agreement from committing financial 
suicide by ill-advised competition” (85 Fed. 291). The pipe manufacturers 
were very far from engrossing the whole business to themselves; but they Aad 
attained “the power to charge unreasonable prices” (ibid., p. 293). Control 
of the market by agreement—not the unreasonableness of the prices actually 
charged—was illegal in itself. This is new wine being poured into the old bot- 
tles; and so is the acute if informal economic analysis that leads up to the 
conclusion. 

As for Northern Securities, its importance is best seen by looking at Justice 
Holmes’ dissent, to which Mr. Thorelli pays only brief and condescending 
notice. It was characteristic of the great jurist that even where he was most 
“wrong” he yet stated the real issues better than did anyone else: 


The court below argues as if maintaining competition were the expressed 
purpose of the act. The act says nothing about competition. . . . The 
prohibition was suggested by the trusts, the objection to which, as every 
one knows, was not the union of former competitors, but the sinister 
power exercised or supposed to be exercised by the combination in keep- 
ing rivals out of the business and ruining those who already were in. It 
was the ferocious extreme of competition with others, not the cessation 
of a competition among the partners, that was the evil feared. (193 U.S. 
405, italics added.) 


For Thorelli to call this “venturing into the no man’s land between fact and 
fancy” (p. 473) is to repudiate his own legislative history of the Sherman Act, 
and his own summary of it: 


Congress felt that the ultimate beneficiary . .. was the consumer, enjoying 
a continuous increase in production and commodity quality at progres- 
sively lower prices. The immediate beneficiary legislators had in mind, 
however, was in all probability the small business proprietor or tradesman 
whose opportunities were to be safeguarded from the dangers emanating 
from those recently-evolving elements of business that seemed so strange, 
gigantic, ruthless and awe-inspiring. This is one reason why it was natural 
to adopt the old doctrines of the common law, doctrines whose meaning 
had been established largely in cases brought by business or professional 
people "waiiaieied with the behavior of competitors. (p. 227, italics 
added. 


This is no different from what Holmes said, only it is more complete. The 
desire for what we would call workable or effective competition, as opposed 
to merely protecting businessmen who felt threatened by the trusts, had 
always been present to some degree. Such decisions as Addyston Pipe and 
Northern Securities brought competition toward the center of the stage from 
out of the wings. It has stayed there ever since, along with the older purpose: 
the two often in harmony, and often not. Holmes’ “narrow” view of antitrust 
policy, as Thorelli justly calls it, although compatible with the law and the 
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decisions, and indeed closer to the original Act than the views of his oppo- 
nents, was not required by precedent; and it was far inferior (by my 
standards) as an economic policy. To imply that Holmes of all people did 
not know the common law (which Congress had enacted) is beyond comment; 
but Thorelli is also unjust to the innovators and to the flexibility of the law 
which permitted them to innovate. 

The reader should note, however, that if we disagree with Thorelli, 
it is his own painstaking research which in large measure permits us to do so, 
and this review would be less than accurate if it did not close with an ex- 
pression of appreciation for so much accomplished. His lavishness of detail 
is not overdone when it dovetails with other knowledge to show the extraor- 
dinary continuity of problems and policy. One example must suffice. The very 
first case ever brought under the Sherman Act was against the attempt of the 
Nashville (Tenn.) Coal Exchange to treat all parties “in a fair and equitable 
manner,” etc., etc., incidentally fixing the price of coal (pp. 436-37). It was 
initiated by the local U.S. Attorney (p. 373), who also wanted to go after 
the Southern Wholesale Grocers’ Association (p. 376n.) Later they were 
successfully prosecuted; and their president joined the select company of 
those criminally convicted and fined for contempt of a Sherman Act decree. 
But by 1935 this individual was head not of the Southern but of the U.S. 
Wholesale Grocers’ Association, whose attorney wrote a law known after its 
enactment as the Robinson-Patman Act.* 


M. A. ADELMAN 
Massachusetts Institute of Technology 


Selected Antitrust Cases: Landmark Decisions in Federal Antitrust. By 
IrwIN M. STELZER. (Homewood, IIl.: Irwin. 1955. Pp. x, 210. $3.50.) 


Selectivity is the keynote of this small book of case materials. Thirty-five 
cases are offered, organized into five sections: Proprietary Consolidations and 
Monopoly, Loose-knit Confederations, Trade Practices, Legal Monopolies 
under Federal Antitrust, and Foreign Commerce and International Agree- 
ments, All but the last of these is subdivided; as for example, Part I1I—Trade 
Practices—includes separate chapters on Exclusive Dealing Arrangements, 
Tying Devices and Price Discrimination. There is an appendix containing 
brief excerpts from antitrust statutes. The chapters are headed by brief edi- 
torial comments to emphasize the significant aspects of the cases which follow. 

Any selection is likely to be subject to criticism. The cases parallel those 
cited or treated in varying degrees of detail in recent texts. All but one are 
mentioned in Clair Wilcox, Public Regulation of Business ; 21 are cited in A. G. 
Papandreou and J. T. Wheeler, Competition and Its Regulation; 25, in Vernon 
Mund, Government and Business, 2nd ed.; 23, in Melvin Anshen and F. D. 
Wormuth, Private Enterprise and Public Policy. The absence of the decisions 
rendered in the first American Tobacco case, the International Harvester 
case, the Trans-Missouri Freight Association case, both Swift and Company 


*See U.S. v. Southern Wholesale Grocers’ Association, 207 F 434, 444 (N.D. Alabama 
1913); and Hearings before the Committee on the Judiciary on H.R. 8442... , 74th 
Cong., ist Sess. (Washington, 1935), p. 7. 
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cases and others might be considered a real limitation in presenting the land- 
mark uecisions in regulation under the antitrust laws. Decisions of more recent 
years are more completely covered by the inclusion of typical cases. The 
selections made seem to be defensible even if not sufficiently inclusive to 
provide “a clear understanding of our antitrust laws,” “an understanding of 
the law as it now stands and a knowledge of the development of the attitude 
of the courts on the various legal-economic issues.” Perhaps this high purpose 
is too inclusive. 

The second area in which selectivity has a bearing on the usefulness of the 
book is in the selection of material for omission from a given decision. Many 
marginal decisions arise and differences may occur easily over the weights to 
assign brevity and completeness in each situation. Some examples may be most 
illustrative of how ellipsis has been used. In the American Tobacco case 
(1946) these sentences appear: 


The record further shows that the net worth of American, Liggett and 
Reynolds in terms of their total assets, less current liabilities, rose from 
$277,000,000 in 1912 to over $551,000,000 in 1939. Their net annual 
earnings, before payment of interest and dividends, rose from about 
$28,000,000 in 1912 to over $75,000,000 in 1939. The record is full of 
evidence of the close relationship between their large expenditures for 
national advertising of cigarettes and resulting volumes of sales. In each 
of the years 1937, 1938 and 1939, American, Liggett and Reynolds ex- 
pended a total of over $40,000,000 a year for advertising.” 


In the book under review this appears on page 24 in this way: “The record 
further shows that ... in... each of the years 1937, 1938 and 1939, American, 
Liggett and Reynolds expended a total of over $40,000,000 a year for ad- 
vertising.” 

Again in the same decision this is found: 


The government introduced evidence showing that, although there was no 
written or express agreement discovered among American, Liggett and 
Reynolds, their practices included a clear course of dealing. This evidently 
convinced the jury of the existence of a combination or conspiracy to fix 
and control prices and practices as to domestic leaf tobacco, both in 
restraint of trade as such, and to establish a substantially impregnable 
defense against any attempted intrusion by potential competitors into 
those markets. 

It appeared that petitioners refused to purchase tobacco on these 
markets unless the other petitioners were also represented thereon.? 


Another pertinent example, in the presentation of the Aluminum case, 
appears on page 16: 


, In editing, this is reduced and appears on page 25 as: “The Government 
4 introduced evidence showing . . . that petitioners refused to purchase tobacco 
f on these |auction] markets unless the other petitioners were also represented 
thereon.” 


* American Tobacco Co. v. United States, 328 U.S. 796-797. 
* 328 800. 
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We conclude therefore that “Alcoa’s” control over the ingot market 
must be reckoned at over ninety percent; that being the proportion which 
its production bears to imported “virgin” ingot. . . . 

Was this a monopoly within the meaning of Section 2? 


This serves to eliminate all the remaining lines of the first paragraph which 
deal with limitations on the policy of the firm due to potential substitutes and 
potential competition, and to eliminate an entire paragraph dealing with the 
limitations due to actual or potential imports. These omissions seem undesir- 
able. 

The question of what portions of a decision may be eliminated without 
doing violence to the remainder is a real test of skill, knowledge and judg- 
ment of an editor. Comparison suggests that care has been taken not to distort 
the conclusions of the court, but at times the reasoning has been unfortunately 
short-circuited. For uses in which emphasis is placed on the judicial reasoning, 
logic, economic factors and analysis employed in reaching a decision, the 
original reports remain a safer source. 

E. L. ECKLEs 

Allegheny College 


Public Utilities; Transportation; Communications 
Economics of Transport. By Emery Troxe. (New York: Rinehart. 1954. 
Pp. viii, 837. $7.00.) 

Professor Troxel’s book is a commendable addition to the list of introductory 
texts in transportation economics. The approach differs from that of other 
books in the field, placing much more emphasis on the operation of economic 
principles in transportation and on the use of the tools and techniques of 
economic analysis in explaining, economic relationships. 

The first fourteen chapters deal with the application of economic principles 
in providing an efficient transport organization. After summarizing the general 
economic and social relationships in transportation and the bold features of 
transport history, which requires four chapters, the discussion proceeds to a 
treatment of costs, demand for and supply of services, quality of services, allo- 
cation of productive resources, location of industry and transport prices, and 
coordinate relations between transporters. These chapters also provide the 
background for the topics and problems that concern the remaining chap- 
ters. 

The next ten chapters treat the regulatory aspects of transportation. Discus- 
sion is limited largely to the federal legislation administered by the Interstate 
Commerce Commission. A chronology of legislation (two chapters) is followed 
by further chapters dealing with the control of entry, competitive relations, 
earnings, accounting practices and rate of return, abandonments, finance, and 
labor unions. 

The remaining chapters analyze rates for both freight and passengers. 
Attention is directed chiefly to the differences in freight rates among kinds of 
goods, locations, and distances, with the economic analysis focused on dis- 
criminatory pricing. 
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In these last two groups of chapters, the author emphasizes the fact that 
regulatory and management decisions are often at variance or in conflict with 
economic reasoning. Such disagreements are indicated and analyzed. 

For the most part, the different fields of transport have been treated in a 
coordinate manner. Descriptive, factual, and historical materials have been 
used plentifully to illustrate and clarify economic relationships, although eco- 
nomic analysis predominates. 

In his preface the author states that only a minimum knowledge of economic 
principles is necessary for understanding his text. This may be so, but if one 
takes the time to master this book he certainly will add to his knowledge of 
economic principles. The emphasis on economic theory, the use of terminology 
current in theoretical analysis, and the necessity for the student to apply 
his previous economic knowledge to transport problems make the book a good 
teaching device, and a text of high caliber as well. Sometimes, though, the 
analysis becomes generalized and not too closely related to transportation. 
The discussion occasionally even seems to be dealing with economic theory 
illustrated from transportation, rather than with transportation itself in terms 
of the applicable economic principles. 

An unusual feature employed by the author is the use of symbols and 
equations to show mathematical relations. This is a simple, clear, and concise 
method which requires the student to understand the formulae and to retain 
their meaning as he progresses through the text. This is asking much, and 
the author’s hope that the method will not prove discouraging seems likely 
to be disappointed, in view of the poor preparation and lack of interest in 
mathematics on the part of the usual college student. 

The book is possibly too long for the usual three-hour course in the subject. 
There are 768 pages that are large and in type that is smaller than that used 
in many textbooks. In addition, the author’s organization of material, style 
of writing, and inclusion of details require careful attention by the reader. 
The student will be unable to read the book rapidly. 

Troxel has succeeded well in his task of providing a text that emphasizes the 
operation of economic principles in the field of transportation and minimizes 
the history of regulation and the business organization and practices of the 
transportation industry. Teachers who are accustomed to using other trans- 
portation texts probably will find this book difficult to teach at first, but after 
teaching it a time or two very likely they will find its use both interesting and 
profitable from the standpoint of the teacher and the student alike. 

CHARLES E. LANDON 

Duke University 


Industry Studies 


Crude Oil Pipe Lines and Competition in the Oil Industry. By Lesuir 
CooxENnBOO, Jr. (Cambridge: Harvard University Press. 1955. Pp. xi, 
177. $4.00.) 

This book is one from the Harvard University Series on Competition in 

American Industry. It deals with a subject that has been under controversy 
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for many years, namely how oil pipelines should be organized and controlled 
in the public interest. 

Perhaps the most original and valuable contribution of the study lies in the 
consideration of costs of operating oil pipelines. Here the author appears to 
demonstrate that the latter are natural monopolies until an entire field is served 
by a single carrier. This makes it difficult for small producers to provide their 
own facilities economically and is the basis for recommending some system 
of common carrier operation. The writings of E. V. Rostow and G. S. Wolbert, 
among others, are examined at length for the arguments favoring such opera- 
tion by the major oil companies versus outright divorcement and operation by 
true common carriers. The conclusion seems to be that neither system would be 
entirely satisfactory. 

The proposal advanced by the author for resolving the problem of low-cost 
operation is the cooperative ownership of pipelines, with compulsory and pro- 
portional ownership by all producers in each field. This, it is argued, would 
permit optimum adaptation of capacity to need, with no duplication of facili- 
ties and no favoritism. Moreover, since the cooperative would operate on a 
nonprofit basis, there would be no need for rate control, since total costs 
would be allocated and no monopoly profits could arise. 

This is a clear and thoughtful study of a complex problem. It is a valuable 
addition to the growing list of empirical studies of competition and monopoly. 

ROLAND §S. VAILE 

Trinity University 


The Empire of Oil. By Harvey O’Connor. (New York: The Citadel Press. 
1955. Pp. xii, 372. $5.00.) 

This book is a strong criticism of major oil companies concerning their 
policies and practices in domestic and foreign operations since the early 
thirties, and especially during the recent years. As background information 
an interesting analysis is given separately for each of twenty major integrated 
oil companies. Much of the material cited is from newspapers, trade journals, 
public hearings and reports. 

The author’s first sentence is “The oil industry of the United States is 
dominated by ten billion-dollar corporations.” In describing control of oil 
resources and trade practices he says (p. 5) that “The unseen hands which 
harmonize their efforts are above the controls of such sovereigns as the United 
States and British governments.” On politics (p. 6) he states: “Political con- 
trol of the important producing states of Texas, Oklahoma, Louisiana, and 
California is a simple matter for the great corporations.” 

The foregoing quotations give a clue to the prevailing tone of the book. The 
author’s experience as chief editor and publicity director for the Oil Workers 
International Union (CIO) in recent years probably gave him useful current 
information pertaining to the oi] business. In his analysis of the opposition 
to “oil interests” in Texas (p. 206) he states: “The rest of the opposition 
comes from organized labor whose most cohesive section is the CIO oil workers 
union. Acquainted at first hand with the corporation, the union has labored 
incessantly for fifteen years to build up a progressive alliance, to break down 
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the walls against Negroes, and to secure for the state more benefits from its 
natural resources.” 

The first part of the book, about one-third of the total, covers basic in- 
formation on leasing, conservation, reserves, transportation, refineries and 
marketing in which monopoly problems are described and evaluated. Other oil 
topics discussed in the next portion of the book include friction between 
jobbers and majors, purpose and effect of price wars, price determination and 
uniformity, methods used in public relations, meaning of regular and pre- 
mium gasolines, advertising policies and procedures, experiences of coopera- 
tives in refining, unionism, offshore oil lands, political activity of oil interests, 
taxation and depletion allowances, oil millionaires in Texas, effect of oil imports 
on independent refiners, federal regulation and antitrust cases, and proposals 
relative to a national oil policy. The last part of the book, about one-fourth 
of the total, is concerned with the operation of American oil companies in the 
Middle East, Venezuela, Mexico and other countries. 

Although the book is ex parte, it contains much useful condensed infor- 
mation on oil matters and behavior. Some of the inferences and conclusions 
intended are questionable and do not give due consideration to the profit 
motive and the relative efficiency of small and large firms. At times he uses 
such a broad brush in painting pictures of economic problems that those un- 
familiar with the industry may become confused. 

The book is especially valuable as a source of information for those who 
wish to know more about the oil industry with reference to competition and 
monoply. It may also be interesting reading for those who appear to be satis- 
fied with conditions as they are. 

Roy C. 

Washington, D. C. 


Pioneering in Big Business 1882-1911: A History of Standard Oil Company 
(New Jersey). By RatpH W. Hipy and Muriet E. Hipy. (New York: 
Harper Brothers. 1955. Pp. xxx, 839. $7.50.) 

This is a history of the Standard Oil combination from 1882 to 1911. The 
volume covers the entire range of Standard Oil’s operations in the United 
States and foreign countries. Functions evaluated include producing, refining, 
transporting and supplying a world-wide market. Also discussed in much 
detail are functional organization and procedures, employee relations, earnings 
and dividends, criticism and reactions, political activities, legal affairs and 
litigation, factors leading to dissolution, and public relations. About one-fourth 
of the volume is on the company’s export business and operations in various 
foreign countries. 

Although the volume is based on a large number of sources, old records and 
files of Standard Oil Company (New Jersey), and correspondence of John D. 
Rockefeller made available by his son apparently represented by far the 
most valuable sources. This is the first of three volumes by the Business 
History Foundation, Inc., dealing with the history of the Standard Oil Com- 
pany (New Jersey). The second volume is to cover the period from 1911 to 
1927 and the third to be concerned with the period since 1927. 
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The authors cover in adequate detail the period from the Drake well in 
1859 to 1882 as necessary background to understand the 1882-1911 period, 
At page 23 they state: “By 1881 the Standard Oil alliance had brought into its 
fold a large segment of the American petroleum industry. Within that industry, 
previously characterized by excessive competition and harassed by depression 
conditions, Rockefeller and his associates had created a giant combination. 
Beginning in 1872-1873 they had proceded simultaneously to enhance their 
shareholdings in firms owning gathering lines, refineries, and domestic market- 
ing facilities.” 

The volume contains many details on the oil industry for the 1882-1911 
period and what was done by specific individuals. Chapters are conveniently 
arranged to cover subject matter and major developments with reference to 
time and place as illustrated by the separate information and analysis given 
to show why and how Standard Oil moved into California in 1900 and 
achieved its “phenomenal growth” there before 1911 through pipelines and 
refining methods. 

The authors usually state both sides of controversial issues, but on the 
whole there appears to be more development of justification for competitive 
policies and practices described rather than criticism of them. Comparatively 
less importance is attributed to rebates, price wars and hidden companies as 
factors in Standard Oil's growth than revealed by Ida Tarbell and others. On 
page 469 they state: “The contention of Ida Tarbell and others that Standard 
Oil ‘cut to kill’ was.definitely exaggerated.” 

The authors establish by convincing facts and interpretation that the Stand- 
ard Oil combination was an efficient administrative organization which func- 
tioned through a system of committees and a centralized staff, and that profit- 
able operations were to be attributed to vertical integration, ownership of 
pipelines, effective location of refineries, and expansion through reinvestment 
of a sizable proportion of the combination’s own earnings. However, they do 
not adequately appraise the combination’s competitive practices as factors in 
its growth and power. For example, on page 650 they state: “Favors from 
railroads aided the combination to emerge and operate successfully, but there 
were many other factors in that success, and competitors of Standard Oil also 
received rebates. Standard Oil marketers did reduce prices in competitive 
areas and did keep them up at noncompetitive points, but the general price 
level of the combination was high enough to induce competition, not destroy 

Even though the volume appears to have too much defense for some policies 
and practices of the Standard Oil combination, the facts and analysis in it 
represent a major contribution to business history and Mr. and Mrs. Hidy 
deserve praise for a scholarly study of an important subject. 

Roy C. Cook 

Washington, D.C. 


American Industries. By STANLEY VANCE. (New York: Prentice-Hall. 1955. 
Pp., xii, 626. $6.75.) 
This book is essentially a descriptive survey of American industry. A novel 


| 
| 


404 THE AMERICAN ECONOMIC REVIEW 


feature which differentiates this study from similar surveys' is the use of 
case material. One or two case studies of leading corporations are included 
at the end of each of twenty-five chapters which summarize economic char- 
acteristics and problems of major manufacturing industries and industry 
groups. 

The industries chosen for consideration are the following: bituminous coal, 
iron and steel, copper, light metals, machine tool, automobile, transportation 
equipment, mobile power equipment, household equipment, chemical, petro- 
leum, rubber, glass, paper, building materials, leather and shoe, wool, cotton 
textile, man-made fibers, garment, tobacco, liquor, food processing, sugar, and 
meat packing. Thirty-two case studies are combined with the industry surveys. 

The author has not followed any apparent plan in determining either the 
emphasis given to the industries or the nature of the topics considered under 
the industry headings. For example, in his chapter on the automobile industry 
the following subjects are discussed: mass production, research and designing, 
manufacturing process, technological progress, location, integration, demand, 
product differentiation, exports, patent litigation, financing, labor, truck 
manufacturing, and a case study of the Ford Motor Company. The chapter 
on the bituminous coal industry contains the following topics: origin, descrip- 
tion, influence of age, finite supply, geographic distribution, ease of entrance, 
competition, integration, scale of plant operation, technological change, im- 
portance of fixed costs, the labor factor, the market theory of unionism, 
welfare and retirement fund, profit, value added, future, and case studies of 
Koppers Company and the Pittsburgh Consolidation Coal Company. The 
amount of space devoted to each industry varies from 16 pages for the chapter 
describing the mobile power equipment industry to 39 pages in the chapter on 
the iron and steel industry; 22 pages are devoted to the automobile industry, 
31 pages to bituminous coal, 19 pages to the garment industry and 28 to the 
liquor industry. 

In the preface the author states that it is his purpose to use two basic 
methods of appraisal, the macroscopic and the microscopic, in studying the 
American industrial system. This seems to be the plan of organization of his 
material rather than one based upon the relative economic importance of the 
different industries or upon types of problems which they face. 

Despite the author’s attempt to avoid the serious imperfections and com- 
bine the elements of strength of the macroscopic and microscopic methods in 
his study of the industrial economy, in the opinion of this reviewer weaknesses 
in economic analysis and in interpretation detract from the value of this 
book. These weaknesses appear in various guises: in certain statements in the 
preface, in portions of the text, and perhaps most clearly in the formulation 
of problems which are raised in connection with the cases. For example, in 
discussing machine tools the author states that perfect competition should be 
approximated, since there are many small producers no one of which accounts 
for more than 15 per cent of the industry’s output (p. 145). A few paragraphs 
later he points out that foreign competition is not important and then states 
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that the 15 per cent tariff on imported machine tools is probably not necessary 
in view of the insignificant imports, Examples of questions which are poorly 
formulated and which seem to indicate some weakness concerning the use and 
purpose of economic analysis include the following: Does it seem ethical for 
an American manufacturer to team up with foreign allies in order to break 
a domestic monopoly (p. 406)? What pricing policy is best for both the 
industry and consumer (p. 376)? 

This book nevertheless has merit. In general, the topics selected for treat- 
ment have been chosen judiciously. The author has compiled numerous short 
and excellent summaries of important industry and firm problems. As an 
introductory survey and as an aid in stimulating interest in more advanced 
study of manufacturing industries and corporations, this is a useful addition 
to the existing literature. 

Howarp W. NICHOLSON 

University of California 


Labor 


Selected Studies of Negro Employment in the South. NPA Committee of the 
South Report. (Washington: National Planning Association. 1955. Pp. x, 
483. $5.50.) 

Information on employment opportunities of Negroes is sparse, despite 
the voluminous literature on the role of the Negro in American life which has 
been published in recent years. Government statistics yield little data, and 
except for the studies of Spero and Harris and of Northrup, there has been 
little research on Negro employment terms by individuals or organizations. In 
order “to reduce perhaps the most serious gap that remains in our knowledge 
of race relations,” the Committee of the South of the National Planning As- 
sociation commissioned the studies reported in this volume. 

Although the Committee was unable, because of lack of funds, to undertake 
a comprehensive survey, or even a representative statistical sample, of Negro 
employment in Southern industry, these studies nonetheless are sufficiently 
varied in scope, depth, and methodology to afford considerable insight into the 
nature and extent of racial practices in Southern industry. Several of the 
studies analyze employment procedures in individual plants, while others 
survey hiring practices and job conditions in a variety of industries and 
geographic areas. Even though the researchers utilized different approaches, 
there is remarkable agreement as to the characteristics of Negro employment 
and the influences and issues affecting it. 

The studies were prepared by a group of Southern economists, under the 
direction of B. U. Ratchford of Duke University. Included in the volume are 
“Three Southern Plants of the International Harvester Company,” by John 
Hope, II of Fisk University; “Four Studies of Negro Employment in the 
Upper South,” by Donald Dewey of Duke University; “Negro Employment 
in the Birmingham Metropolitan Area,” by Langston T. Hawley of the Uni- 
versity of Alabama; “2 Plants—Little Rock,” by E. W. Eckard and B. U. 
Ratchford; “3 Companies—New Orleans Area,” by Howard W. Wissner of 
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Tulane University; and “Negro Employment Practices in the Chattanooga 
Area,” by William H. Wessson, Jr. of the University of Chattanooga. 

The most intensive of the case studies of individual plants was Hope’s 
study of the International Harvester factories in Evansville, Memphis, and 
Louisville, which explored every aspect of the employment practices of the 
company relating to Negro workers. International Harvester is noteworthy for 
possessing a formal policy of nondiscrimination in employment. The tech- 
niques employed in implementing this policy and overcoming the resistances to 
it are examined. The import of the Harvester experience, which is supported 
by evidence from the other studies in the volume, is that the impetus for 
such a policy must come from the management of the firm, for workers and 
their local unions usually desire maintenance of the sfatus quo in race rela- 
tions. The Harvester case further indicates that a policy of nondiscrimination, 
firmly but wisely pursued, can be successful in expanding job opportunities 
for members of the minority group without arousing significant opposition. 

The two garment plants in Little Rock studied by Eckard and Ratchford 
also provide examples of expansion of employment opportunities for Negroes, 
although these plants lacked the formal program of International Harvester. 

The studies of employment practices in the Upper South, Birmingham, and 
Chattanooga present a much less encouraging picture, however, of opportuni- 
ties for the Negro. They indicate that the racial pattern of employment in 
these areas has changed little, if any, since the late 1930's. Most Negroes are 
located, according to these studies, in unskilled and semiskilled occupations, 
with only a few in skilled categories and virtually none at all in clerical, 
supervisory, or sales positions. Most Negro women and a large share of men 
work in the service industries. The only professional career open to Negroes 
on a significant scale is school teaching, a result of the segregated school 
system. 

Promotional opportunities for Negroes in Southern industry, beyond the 
limited chances for advancement in the unskilled and semiskilled ranks, are 
restricted by a variety of factors, including traditional distinctions between 
“White” and “Negro” jobs, the taboo against Negroes serving as foremen, 
departmental systems of seniority and promotion, and lack of opportunity to 
secure apprenticeship training for skilled occupations. 

Although the proportion of Negroes attending public schools has increased 
markedly in the past twenty-five years, vocational training facilities for 
Negroes have not kept pace. Restricted primarily to preparation for service 
occupations which customarily have employed Negroes, vocational training 
courses offer limited opportunity for Negroes to acquire the mechanical skills 
needed for more skilled jobs in industry. 

Generalization about the level of earnings of Negro workers is difficult, be- 
cause they are employed in a wide variety of occupations and industries, with 
widely differing wage scales. Negroes doing common labor in the building 
trades, for example, may earn more per hour than Whites performing semi- 
skilled or even skilled work in low-paying industries such as textiles. Donald 
Dewey’s study of South Carolina manufacturing indicates, however, that in 
1950 the earnings of White women were 79.3 per cent of the average earnings 
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of a White man, those of Negro men were 66.4 per cent, and those of Negro 
women were 47.1 per cent. The lower level of Negro earnings reflects the 
concentration of Negro employment in the lower-paying jobs and industries, 
however, rather than different rates of pay for Negro and White workers. All 
of the studies found that where members of the two groups perform the same 
duties in a firm, they receive the same pay and fringe benefits. 

To some extent unions have been responsible for this equality of treatment 
in wages, but these studies do not indicate that unions have been vigorous 
in pushing for equality of employment and promotional opportunities for 
Negroes. On the contrary, the policies of union locals have reflected mainly 
the desire of White workers to maintain the status quo in regard to jobs. 

The authors of this volume, in providing objective and factual studies of a 
subject on which little information has previously been available, have made 
an important contribution to our understanding of the race relations problem 
in the South. In addition, they have contributed significantly to our knowledge 
of employment practices in local labor markets. It is safe to predict that this 
volume will be consulted frequently both by individuals interested in race 
relations problems and by persons investigating hiring practices in firms and 
local labor markets. 

Ropert H. FERGUSON 

Cornell University 


Money and Motivation: An Analysis of Incentives in Industry. By WILLIAM 
F. Wuyrte and others. (New York: Harper. 1955. Pp. xii, 268. $4.00.) 
This book, a synthesis of numerous case studies by Professor Whyte and 
associates, examines the effect of money incentives upon the behavior of 
workers. The work attempts to determine why in numerous cases the use of 
incentives has either failed to increase output or has resulted in its diminution, 
and focuses the analysis on the complex forces which influence worker be- 
havior. 

The authors examine the traditional theory of incentives as represented by 
the so-called “school of scientific management.” This approach, based on a 
rather superficial view of economic men conceived to be solely concerned with 
maximizing short-term income in the work situation, assumes that workers 
respond to incentives by increasing their output. The authors contend that 
this theory of motivation, straw-man though it may be, is totally inadequate, 
and that with few exceptions workers respond to incentives not as individuals 
but as members of a work group with its own self-determined norms and 
goals. Money is treated as only one of the symbols that may activate the 
work group, and in given situations the group may forego prospects for added 
money gain. 

The authors contend that an incentive which disturbs the social and eco- 
nomic equilibrium either within the work group or between work groups will 
produce results not anticipated by management. Management must therefore 
learn to anticipate these complex problems by thinking of the plant as an over- 
all social system. 

Specific case studies are used to illustrate each area of analysis; and the 
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generalizations derived from these studies constitute the conclusions reached 
in each section of the work. Whyte’s unique ability to piece together different 
research studies and to integrate the conclusions from them in highly readable 
fashion is a distinguishing characteristic of this work. 

The four parts of the book are titled: (1) The Worker and His Work 
Group, (2) Intergroup Relations, (3) The Plant-wide Social System, and 
(4) A Theory of Economic Incentives and Human Relations. The analysis 
builds from the individual worker’s relation to the worker group and his 
adjustment to its attitude towards incentives, to the effect upon intergroup 
relations of changes resulting from incentives. That these changes create 
problems and conflicts, not only for the management but for the trade union, is 
well illustrated. The section dealing with the plant-wide social system devotes 
considerable space to the Scanlon Plan, and the authors show a considerable 
inclination towards this type of co-operative effort. Also included is part of 
Whyte’s Inland Steel Container study, and here too considerable sympathy 
is indicated for broad changes in the attitudinal climate of the plant as a pre- 
lude to successful implementation of incentive plans. While authors clinically 
analyze the problems, and highlight potential trouble areas they offer no 
specific solutions. 

The excellence of individual case studies does not always make for the 
degree of relational significance implied in the analysis, especially when the 
authors are summarizing interview data, with all its limitations, and direct, on- 
the-spot observation. Whether the methods used in all the case studies were 
sufficiently similar to make the research results additive, and whether typical 
or atypical cases were selected, are other questions that must be raised. 
In addition such statements as (pp. 28): “It is only a fraction of the jobs, 
perhaps one third of those assigned, that the piece rate provides an incentive 
to tap the full productive capacities of workers,” and (pp. 199): “Rating 
necessarily involves the time and motion study man in a guessing game,” are 
either questionable or over-simplify the problems. At times this reviewer 
gained the impression that the authors devote far too much attention to 
flaying the already dead horse of the “economic man.” In some situations the 
authors seem to convey the impression that with a few simple “human engi- 
neering” changes in attitudes or in interaction patterns complex intergroup 
problems can be solved. 

Out of these case studies Whyte has contributed considerable insight to our 
understanding of incentives and worker motivation. His book should be useful 
not only for economists and students of human relations in industry but for 
industrial engineers as well. 

IrvIN SOBEL 

Washington University 


El Mercado de Trabajo-—Relaciones Obrero-Patronales. By Guapve.ure 
verA Marin. (Mexico, D.F.: Fondo de Cultura Economica. 1955. Pp. xix, 
314.) 

This is the first volume in an exceedingly ambitious series of studies of 
the economy of Mexico which has been planned by a distinguished group of 
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Mexican scholars and is being issued by the country’s leading publisher. The 
present volume is a study of labor-management relations, and is to be fol- 
lowed by a survey of the labor market. 

The book starts with a look at the legal background of labor relations, 
which is a good deal more important in Mexico than in the United States. 
There is then a detailed analysis—largely statistical—-of the trade union 
movement and employers’ organizations. The final chapters deal with collective 
bargaining and the role of the state in union-employer relations. 

Rivera Marin’s book gives much detailed information which should be of 
value to the student of Mexico, its economy and labor movement. However, 
the United States reader will feel that many of the figures are superfluous, 
almost a reductio ad absurdum. 

More important, there is something basic missing from this work. In spite 
of all the details of the law and all of the statistics, one is left without any 
real knowledge of how relations between workers and employers are con- 
ducted. Somehow, the author does not ask most of the really important ques- 
tions about Mexican labor relations. For instance, there is no discussion of 
how collective contracts are negotiated, little or no mention of how grievances 
are handled. 

There is scant notice of how the internal affairs of the unions are con- 
ducted. Although there is a detailed—and it seems to this reviewer, in many 
cases rather meaningless—statistical analysis of the location, size and indus- 
trial concentration of union membership, there is little said about such things 
as the reason for numerous central labor organizations in Mexico, or the 
recent trend towards the formation of more or less tightly organized national 
industrial unions. There is hardly a mention of the key role which the unions 
have played in the politics of the country, and in particular within the govern- 
ment political party. 

The same thing is true on the employers’ side of the picture. Although the 
various types of employers’ organizations are enumerated almost ad nauseum, 
the author does not come to grips with the important questions concerning 
these organizations. There is no discussion of what influence the growth of 
Centros Patronales has had on the development of labor relations—for in- 
stance, of their attempts to develop company unions, in the United States 
sense of the term, among the workers. There is no mention of the rather 
extensive degree of paternalism found at least among many Mexican em- 
ployers. 

In his discussion of the government’s role, too, Rivera Marin fails to ask 
and attempt to answer the key questions. He describes what the law says the 
government should do in case of labor disputes, but one is not quite sure just 
what the government actually does do. There is no mention of what seems to 
be a pretty well established fact, that the government’s attitude towards 
labor disputes in nationalized industries is rather different from its attitude 
towards them in the private sector. 

At least certain parts of the study are sprinkled with more than an unavoid- 
able number of factual errors. This is notably true when the author deals with 
the relations of the Mexican unions with the international labor movement. 
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The author claims, for instance, that the labor organizations of Mexico “be- 
long to the W.F.T.U. through their connection with the Confederacion de 
Trabajadores de America Latina,” whereas in fact, only the smallest of all of 
the country’s many central labor organizations belongs to the W.F.T.U., and 
the largest of them, the C.T.M., plays an important role in the International 
Confederation of Free Trade Unions and a key one in its regional group, the 
ORIT. 

The author makes a muddled and somewhat astounding analysis of the 
existing international labor organizations—classifying them as the Labor and 
Socialist International, the International Federation of Trade Unions, the 
World Federation of Trade Unions, and the International Confederation of 
Free Trade Unions. The first two of these, in fact, have long since ceased to 
exist, and the Labor and Socialist International was an organization of political 
parties not labor unions. He is even more confused when it comes to discussing 
the American regional labor groups. 

The program of research and publication of which this volume is the first 
result should be of great value to the attainment of more complete and ac- 
curate information concerning the whole of Mexico’s economy. However, it is 
hoped that in subsequent volumes more of an attempt will be made to bring 
out and investigate the really fundamental issues involved, and less emphasis 
will be given to the presentation of statistics for statistics’ sake. 

ROBERT J. ALEXANDER 

Rutgers University 


Population; Social Welfare and Living Standards 


Die Finanzen der Sozialen Sicherung im Kreislauf der Wirtschaft. By Hart- 
MUT HENsEN. Kieler Stud. no. 36. (Kiel: Inst. fiir Weltwirtschaft, Univ. 
Kiel. 1955. Pp. 204.) 

This small volume follows a tradition of excellent research reports initiated 
a generation ago when Bernhard Harms founded the Kiel Institute. The 
treatise is introduced by the statement that government welfare programs 
have attained a key position in most modern economies. They influence 
amount and distribution of the national product, employment, price levels, in 
short, have an economic impact similar to that of traditional fiscal policy and 
central banking. Consequently, they should be so used, consciously, just as, 
e. g., fiscal policy is used today beyond its primary purpose of financing gov- 
ernment activities. A consistent theory of secondary income distribution is 
therefore necessary. 

The author first discusses the national income accounts of Germany, 
1950-53, following largely the recommendations of the Office for European 
Economic Cooperation as to standardized national accounts. He then separates 
what he calls the combined social accounts, i.¢c., transfer accounts, and shows 
inflow and outflow in a way not too dissimilar to what can be found for this 
country in Chapter 6 of Copeland’s Study of Money Flows in the United States. 
Here, however, the author encounters several difficulties. He has to sacrifice 
his initial definition of secondary income—all income not created by current 
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production—in favor of what amounts to an exclusively legal definition of 
social accounts as those involving payments through governmental welfare 
and insurance agencies. Refinement of the use of national accounts and a 
keener analysis of what answer can be expected from what type of account 
would have been helpful. However, even the purely legal approach is interest- 
ing; but it certainly is complicated in the case of Germany, where there are 
twelve major types of social welfare systems, with one of them (health in- 
surance) only recently reduced to roughly 2,000 semi-independent units. Of 
the roughly 20 billion D.M. flowing through social accounts, more than 1 
billion is interagency flow. Perhaps it would be too much to ask from a pioneer 
study of the type, but it would have been helpful if the author had traced 
the flow of funds beyond the legal welfare units. That is to say, a study of 
incidence of the burden and of beneficiary spending will have to be added 
some time. The author is aware of the need. At one point he admits to a fear 
that the reliability of his flow tables might be vitiated by the fact that dispos- 
able income of the contributors is indirectly affected by the fact that the 
system exists. 

In the second main part, the author attempts to answer the question, “Who 
pays whom?” He divided the households into employed, temporarily un- 
employed, permanently unemployed, and into age and sex groups. Between 
these groups he establishes what amounts to a balance of payments. Since 
health insurance and other social services are significantly parts of the 
German system, no group is exclusively on the active or passive side, and 
even the fully employed receive 2 billions, though they have an outflow 
balance of 12.5 billions. The material of the author unfortunately does not 
permit an income group analysis, though Allan M. Carter in The Redistribu- 
tion of Income in Postwar Britain, was able to make such an analysis success- 
fully for Britain. It might also have been interesting if the author had used 
other groupings, such as regional and occupational flows. 

In the last chapters, the author makes some pertinent and interesting ob- 
servations which might be considered an introductien to a theory of secondary 
income distribution. Some of them, though, are not and cannot possibly be 
substantiated by the flow-of-funds investigation preceding them. Among these 
observations are the following: 

1. Since the flow of funds of social accounts originates in the household 
only to return to it, could not simplifications be found so as to eliminate un- 
necessary parts of the flow, though keeping in mind that the perfect payments 
balance of one group might hide significant transfers within the group? In- 
terestingly enough, the author opposes for what seem to be good reasons a 
needs test as such a simplification. 

2. Since 22.9 per cent of the 1953 personal income in Germany came from 
social accounts, does not the system create its own rationale by taxing indi- 
vidual security away from the people only to return collective security to 
them? The accounts themselves give the author preciously little material for 
answering this question. 

3. Actuarial reserves are a drain on the funds of those groups who are 
supposedly protected, and, in a full-employment economy with a built-in in- 
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flationary bias, tend to become contingency reserves whether thus planned or 
not. The author’s proposal of a contingency reserve is completely alien to 
established German social security tradition and he is at his best in this 
part. 

4. The author finally asks whether the system can be used as an instrument 
of countercyclical policy. Not counting the aspects of automatic countercycli- 
cal behavior of social security systems, the author feels that the present laws 
in Germany as to taxation, investing, and benefit payments are too rigid and 
the system is too uncoordinated for effective action. 

The author has set limitations on his analysis which make it impossible for 
him to answer all his questions fully. Nevertheless he has done three things 
which make his book highly useful: (1) He has made a valuable contribution 
to the method of specific application of aggregate accounts. (2) He has con- 
tributed to the development of a theory of secondary income distribution. (3) 
He has shown why social welfare is not yet “im Bunde der Dritte” and has 
not taken its proper place next to traditional fiscal policy and central banking 
policy as a tool of general economic policy. 

FREDERICK G. Reuss 

Goucher College 
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Descriptive notes accompanying some of the following titles have been prepared by 
Professor I. L. Sharfman, of the University of Michigan. 


Economic Theory; General Economics 


Autats, M. Fondements d’une théorie positive des choix comportant un risque °t critique 
des postulats et axiomes de ’école Américaine. (Paris: Ministére de L’Indus. et du Com- 
merce. 1955. Pp. 55.) 

pe Boor, J.-P. La formation des prix—analyse des rapports enter la théorie économique et 
la politique industrielle. (Brussels: Les Ed. de Visscher. 1955. Pp. viii, 217.) 

Due, J. F. Intermediate economic analysis. 3rd ed. (Homewood, Ill.: Irwin. 1956. Pp. xvi, 
588. $6.) 

FELLNER, W. Trends and cycles in economic activity—an introduction to problems of eco- 
nomic growth. (New York: Henry Holt. 1956. Pp. xiv, 411. $5.) 

ForstMann, A. Volkswirtschaftliche Theorie des Geldes. Vol. I. (Berlin: Duncker & Hum- 
blot. 1955. Pp. 940. DM 72,—.) 

Gramep, W. D. ano Wetrer, E. T., ed. Economic policy—readings in political economy. 
Rev. ed. (Homewood, Ill.: Irwin. 1956. Pp. xiii, 427. Text ed. $3.95.) 

Harriss, C. L. The American economy—pfrinciples, practices, and policies. Rev. ed. (Home- 
wood, Ill.: Irwin. 1956. Pp. xv, 816. Text ed. $6.) 

Hicks, J. R. anp Hart, A. G. The social framework of the American economy—an intro- 
duction to economics. (In Greek.) Transl. from the English by Dr. C. B. Bandaloukas, for 
the Hellenic Econ. Assoc. (Athens: Argyres Papazeses. 1955. Pp. 254.) 

James, E. Histoire sommaire de la pensée économique. (Paris: Ed. Montchrestien. 1955. 
Pp. 335. 1.320 fr.) 

The author says in his preface that the present book resembles, to some extent, his earlier 
Histoire des théories économiques (1950), except that the part devoted to preclassical eco- 
nomics and that devoted to the twentieth century are completely new. The earlier book was 
reviewed in the June 1952 issue (XLII, 404-06). 

Kraus, W. Wirtschaftswachstum und Gleichgewicht. (Frankfurt/Main: Fritz Knapp. 1955. 
Pp. 297. DM 19, 60.) 

LacuMann, L. M. Capital and its structure. (London: G. Bell, for London School of Econ. 
1956. Pp. xi, 130. 15s.) 

Macrk, J. Basic economics. (Pittsburgh: Boxwood Press. 1955. Pp. 105. $1.50.) 

A very brief treatment of the main principles of economics, without the use of charts, 
diagrams or graphs. 

Macavup, C. L’économie mondiale et la nation. (Paris: Sté. d’Ed. d’Enseignement Supérieur. 
1955. Pp. 334. 1.300 fr.) 

Marcnat, J. Deux essais sur le marxisme. (Paris: Lib. de Médicis. 1955. Pp. 272. 750 fr.) 

MEINANDER, N. Ranteeffekten (The effect of the rate of interest). (Helsingfors: Akademiska 
Bokhandeln. 1955. Pp. 310.) 

Moroan, E. V. A first approach to economics. (London: Pitman. 1955. Pp. 456. 20s.) 

Ponsarp, C. Economie et espace—essai d’intégration du facteur spatial dans l’analyse éco- 
nomique. (Paris: Sté. d’Ed. d’Enseignement Supérieur. 1955. Pp. 467. 2.000 fr.) 

Roprnson, M. A., Morton, H. C. ann Catperwoop, J. D. An introduction to economic 
reasoning. (Washington: Brookings Inst. 1956. Pp. xi, 335. $3.) 

Rotwetn, E., ed. David Hume—writings on economics. (Madison: Univ. of Wisconsin 
Press. 1955. Pp. cxi, 224. $4.50.) 

The volume includes the nine economic essays contained in Hume’s Political Discourses. 
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together with relevant passages from his private letters to such correspondents as Smith, 
Montesquieu, Turgot and Oswald. The editor comments: “This is, I think, the first time 
that both sides of Hume’s correspondence on economic questions have been printed together 
in one sequence. Though less valuable than the essays, it contains some interesting debate, 
and while casting light on the growth of some of Hume’s ideas, it helps to amplify the argu- 
ment of the essays.” 
Scuneiwer, E. Einfiihrung in die Wirtschaftstheorie. Vol. UI, 3rd ed. rev. and enl. (Tub- 
ingen: J. C. B. Mohr. 1955. Pp. 327. DM 17,—.) 
Warrenscumipt, W. G. Produktion. (Meisenheim/Glan: Anton Hain. 1955. Pp. 255.) 
ZWIEDINECK-Si'DEN HORST, O. v. Mensch und Wirtschaft. Vol. 1. (Berlin: Duncker & Hum- 
blot. 1955. Pp. 440. DM 32, 60.) 
Essays in honour of Ragnar Frisch. (Statspkonomisk Tidsskrift. 1955. No. 2-3.) 
Studies by the pupils of Professor Frisch. Some deal with problems of economic policy 
and some with the new methods of economic science. 


Economic History; National Economies; Economic Development 


Baucuet, P. Les tableaux économiques—analyse de la région Lorraine. (Paris: Ed. Genin, 

Lib. de Médicis. 1955. Pp. 182.) 

The study will be of interest to students of input-output analysis since the author has 
constructed an input-output table for the Lorraine region. 

CHampre, H. Le marxisme en Union Soviétique—idéologies et institutions. (Paris: Ed. du 

Seuil. 1955. Pp. 512. 1.200 fr.) 

Compe, P. Niveau de vie et progrés technique en France (1860-1939). (Paris: Presses Univ. 
de France. 1955. Pp. 620. 1.995 fr.) 

Cressey, G. B. A geography of China. (New York: McGraw-Hill. 1956. Pp. 387. $10.) 

Davies, M. G. The enforcement of English apprenticeship—a study of applied mercantilism, 

1563-1642. Harvard econ. stud. 97. (Cambridge: Harvard Univ. Press. 1955. Pp. xi, 319. 

$6.) 

Dewar, M. Labour policy in the USSR 1917-1928. (New York: Roval Inst. of Internat. 

Affairs. 1956. Pp. viii, 286. $6.) 

FouLen, C. L’industrie textile au temps du Second Empire. (Paris: Lib. Plon. 1956. Pp. 

534.) 

———. Une affaire de famille au X1X* siécle—Mequillet-Noblot. Cahiers de la Fonda- 

tion Nat. des Sci. Pol. 75. (Paris: Armand Colin. 1955. Pp. 139.) 

Gancutt, B. N. Economic development in New China. Indian Council of World Affairs. 

(Fairlawn, N.J.: Oxford Univ. Press. 1955. Pp. 92. 80¢.) 

Gicnovux, C.-J. Histoire d’une entreprise francaise. (Paris: Hatchette. 1955. Pp. 264. 960 
fr.) 
Grinprop, M. The rebuilding of Italy—politics and economics 1945-1955. (London and 

New York: Royal Inst. of Internat. Affairs. 1955. Pp. vii, 269. $4.) 

This study, by the editor of the Chatham House monthly review The World Today and 
the author of The New Italy (1947), is a brief but adequately documented, well-written, 
and warmly sympathetic account of the progress made by Italy during the first postwar 
decade in political stability, economic recovery, and international status. The volume is 
confined for the most part to political and economic developments, and the material is 
presented as a factual and broadly interpretative narrative of “an important and even 
dramatic chapter” in Italy’s history. The historic approach also characterizes the concluding 
section of the book, dealing specifically with economic and social problems, by tracing 
the measurably effective efforts of the government in assisting the revival of the country’s 
industry, the restoration of its agriculture, the strengthening of its finances, the promotion 
of its foreign trade, and in meeting the intensified impact of “such perennial stumbling- 
blocks to progress as the country’s over-population, its basic poverty, and its inability to 
provide a livelihood for all its nationals.” A very helpful selected bibliography is included 
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Grosstr, A. La situation de l'Allemagne en 1955. Rapport du Congres Internat. de Bruges 
1956. (Paris: Presses Univ. de France. 1955. Pp. 136. 350 fr.) 

ImBerciavori, I. Cumpagna toscana nel ’700. (Tuscany’s farm life in the eighteenth cen- 
tury). (Florence: Accad. Econ.-Agraria dei Georgotili. 1953. Pp. 435.) 

KuczynskI, J. Die Geschichte der Lage der Arbeiter unter dem Kapitalismus. Vol. V, Pt. 
2, Die Geschichte der Lage Arbeiter im englischen Kolonialreich. Vol. VII, Pt. 3, Die 
Theorie der Lage der Arbeiter. (Berlin: FDGB. 1955. Pp. 293; 233.) 

Marczewsk!, J. Planification et croissance économique des démocraties populaires. Vol. 1, 
Analyse historique. Biblio. de la Sci. Econ. (Paris: Presses Univ. de France. 1956. Pp. 
312. 1.200 fr.) 

Muon, F. L’/talia nell ’economia delle sue regioni. (Turin: Ed. Sci. Einaudi. 1955. Pp. 
xiii, 1296. L. 12.000.) 

The author builds a case for a novel view of the ecological factors that have affected 
the past development of production and consumption in Italy. The analysis is by regions, 
and includes consideration of the spatial pattern of production and differentials. 
Monseic, P. O Brasil. (Brazil). Transl. from the French. (Sio Paulo: Difusio Européia 

do Livro. 1955. Pp. 159. Cr$35,00.) 

Mose y, P. E., ed. Russia since Stalin—old trends and new problems. The Annals, Jan. 
1956. (Philadelphia: Am. Acad. Pol. and Soc. Sci. 1956. Pp. 198.) 

The section on Economic Developments and Problems contains papers by J. A. Kershaw, 
M. G. Clark, G. Grossman, and O. Hoeffding. 

Pares, R. Yankees and Creoles—the trade between North America and the West Indies 
before the American Revolution. (Cambridge: Harvard Univ. Press. 1956. Pp. vii, 168. 
$4.75.) 

Saiz, B. R. The human clement in industrialization—a hypothetical case study of Ecua- 
dorean Indians. Econ. Develop. and Cult. Change, IV (1), pt. 2. (Chicago: Research Cen- 
ter in Econ. Develop. and Cult. Change, Univ. of Chicago. 1955. Pp. ix, 269. $2.50.) 

Stncu, R. R. Movement of industrial wages in India, 1922-50. (Bombay: Asia Pub. House. 
1955. $3.80.) 

Stevens, G. S. The Jordan River valley. Internat. Conciliation no. 506. (New York: Car- 
negie Endowment for Internat. Peace. 1956. Pp. 57. 25¢.) 

Suiiivan, W. A. The industrial worker in Pennsylvania 1800-1840. (Harrisburg: Pa. Hist. 
and Museum Comm., Commonwealth of Pa, 1955. Pp. vii, 253. $3.25.) 

Wess, R. K. The new Britain. Headline ser. no. 114. (New York: For. Pol. Assoc. 1955. 
Pp. 61. 35¢.) 

Witson, T., ed. Ulster under Home Rule—a study of the political and economic problems 
of Northern Ireland. (New York: Oxford Univ. Press. 1955. Pp. xxiv, 229. $3.40.) 

Central economic plan 1955. (The Hague: Central Planning Bur. 1955. Pp. 97.) 

Een verkenning der economische toekomstmogelijkheden van Nederland 1950-1970. (An ex- 
ploration of economic prospects of the Netherlands 1950-1970.) (The Hague: Central 
Planning Bur. 1955. Pp. 144.) 

General survey of the Japanese economy. (Tokyo: Ministry of Finance. 1955. Pp. 107.) 


German social science digest. (Hamburg: Claassen, for Atlantik-Briicke [Atlantic-Bridge]. 

1955. Pp. 167. $1.) 

The Atlantic-Bridge is a group of German private citizens who want to further better 
understanding between the United States and Germany. In the spring of 1955, they set up 
an Information Bureau of German Social Sciences (see this Review, June 1955, XLV, 510). 

The present volume contains a number of short articles on various aspects of German 
social life, together with annotated bibliographies. The ones of principal interest to econo- 
mists are: “The Development of the West German Economy since 1945,” by Egon Tucht- 
feldt; and an annotated bibliography on “Factory and Industry,” by Heinz Kluth. 


Moscow’s European satellites—a handbook. State Dept. pub. no. 5914. (Washington: Supt. 
Docs. 1955. Pp. 52. $2.25.) 
This handbook takes the form of a tabular presentation of basie facts with regard to 
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seven countries of Eastern Europe—Poland, Czechoslovakia, Rumania, Hungary, Bulgaria, 

Albania, and the German Democratic Republic. The summaries are extremely brief, and 

cover such topics as: history, physical characteristics, government, Communist Party, show 

trials, biographic information, religion, education and the arts, diplomatic relations, informa- 
tion programs, sovietization (political), economics, industry, finance, agriculture, trade, 
transportation, sovietization (economic), international front organizations. 

Niveaux de developpement et politiques de croissance. 2, Introduction a leur étude (pt. 2). 
(Paris: Inst. Sci. Econ. Appliquée. 1955. Pp. 164, mimeo.) 

Science Council of Japan econ. ser.: No. 1, Business cycles in post-war Japan, by S. 
Tsuru; No. 2, On cultural conditions affecting population trends in Japan, by N. Kanetaro; 
No. 3, Essays in public finance, by H. Ito; No. 4, The historical development of economic 
dynamics—a memorandum, by S. Ichimura; No. 5, Level of living in Japan, by H. 
Arisawa; No. 6, Japan’s trade and her level of living, by S. Fujii. (Tokyo: Div. Econ. 
and Commerce, Sci. Council of Japan. 1953-55. Pp. 34; 35; 112; 37; 51; 76.) 

Scope and structure of money economies in tropical Africa. (New York: U.N. Dept. Econ. 
and Soc. Affairs. 1955. Pp. 52.) 


Statistics and Econometrics 


BeckMANn, M., McGurre, C. B., and Winsten, C. B. Studies in the economics of trans- 
portation. Pub. for the Cowles Comm. for Research in Econ. (New Haven: Yale Univ. 
Press. London: Geoffrey Cumberlege. 1955. Pp. xix, 232. $4.) 

“The exploratory studies presented in this report are addressed to analysts in various 
professions, including economists, traffic and railroad engineers, management scientists, 
operations, researchers, and mathematicians who are interested in assessing the capabilities 
and studying the efficient operation of transportation systems. Studies relating to two sys- 
tems, highway traffic and railroad transportation, are offered. 

“The tasks indicated—assessing capabilities and appraising efficiency of operation—are as 
vast and complicated as the transportation systems themselves. The purpose of the present 
studies is to develop and illustrate certain concepts, methods, and models that may have 
usefulness as points of departure for the execution of these tasks.” (From the introduction 
of T. C. Koopmans.) 

Hauser, P. M. ano Leonarp, W. R., ed. Government statistics for business use. 2nd ed. 
(New York: John Wiley. London: Chapman & Hall. 1956. Pp. xx, 440. $8.50.) 

RasMUuSSEN, P. N. Studies in inter-sectoral relations. Handelsh¢jskolen I Kgbenhavn skriftr. 
15. (Amsterdam: North-Holland. Copenhagen: Einar Harck. 1956. Pp. 214. $6.) 

TINBERGEN, J. L’économétrie. Centre d’Etud. Econ., Etud. et mem. no. 21. (Paris: A. Colin. 
1955. Pp. 215. 800 fr.) 

Tintner, G. Stochastic linear programming with applications to agricultural economics. 
Reprint no. 23 from the Proceedings of the Second Symposium in Linear Programming, 
Nat. Bur. Standards, Washington, D.C., Vol. I, 1955. (Ames: Stat. Lab., Iowa State 
College. 1955. Pp. 32.) 

The 1950 censuses—how they were taken; population, housing, agriculture, irrigation, drain- 
age. Proced. stud, 1950 censuses no. 2. (Washington: Bur. Census. 1955. Pp. 222.) 

1955 Report of the Subcommittee on Economic Statistics, of the Joint Committee on the 
Economic Report, 84th Cong., 1st sess. (Washington: Supt. Docs. 1955. Pp. 21.) 

Proceedings of symposium in linear programming, 2d, Washington, D.C., 1955. Sponsored 
by Off. Sci. Research, Air Research and Develop. Command. (Washington: Nat. Bur. 
Standards; Dir. Management Analysis, USAF. 1955. 2 vols.) 


Report of Federal Reserve consultant committees on economic statistics. Hearings before 
the Subcommitte on Economic Statistics of the Joint Committce on the Economic Re- 
port, 84th Cong., 1st sess., July 19, 26, Oct. 4, 5, 1955. (Washington: Supt. Docs. 1955. 
Pp. 722.) 

These hearings embraced panel discussions of the reports of the following consultant 
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committees organized by the Board of Governors of the Federal Reserve System at the 
request of the subcommittee on Economic Statistics of the Joint Committee on the Eco- 
nomic Report: the committee on business plant and equipment expenditure expectations 
(George Terborgh, chairman) ; the committee on savings statistics (R. W. Goldsmith, chair- 
man); the committee on consumer survey statistics (Arthur Smithies, chairman) ; the com- 
mittee on inventory statistics (J. F. Dewhurst, chairman) ; and the committee on general 
business expectations (M. R. Gainsbrugh, chairman). In addition to the members of the 
subcommittee and of the task groups constituting the consultant committees, the Director 
of the Division of Research and Statistics of the Federal Reserve Board (R. A. Young) 
or his representative (Homer Jones or F. R. Garfield), as well as a representative of the 
Office of Statistical Standards of the Bureau of the Budget (R. T. Bowman or Stanley 
Lebergott), also participated in the discussions. The contemplated “thorough review of and 
basic research into concepts, existing data, sources and procedures for improving these statis- 
tics” was effectively accomplished, and the resulting materials contribute much to the es- 
tablishment of a basis for “the provision and maintenance of adequate and accurate eco- 
nomic data for public and private policy-making.” LLS. 

Second annual conference—business indicators. Sponsored by Am. Stat. Assoc. and Chicago 

Assoc. of Commerce and Industry. (Chicago: Chicago Assoc. of Commerce. 1955.) 


Economic Systems; Planning and Reform; Cooperation 


Lavercne, B. Le socialisme coopératif—exposé des faits et doctrine. (Paris: Presses Univ. 
de France. 1955. Pp. 72. 240 fr.) 


National Income and Social Accounting 


CreaMER, D., asstd. by M. Bernstein. Personal income during business cycles. Nat. Bur. 
Econ. Research stud. in bus. cycles no. 6. (Princeton: Princeton Univ. Press. 1956. Pp. xlii, 
166. $4.) 

Giipert, M, anp Stone, J. R. N., ed. Income and Wealth, Ser. IV. For the Internat. 
Assoc. for Research in Income and Wealth. (London: Bowes & Bowes. 1955. Pp. 286. 
42s.) 

GotpsmiTH, R. W., Brapy, D. S. anD MENDERSHAUSEN, H. A study of saving in the United 
States. Vol. III, Special studies. (Princeton: Princeton Univ. Press. 1956. Pp. xix, 476. 
$8.50.) 

VANDERMEULEN, A. J. AND VANDERMEULEN, D. C. National income—analysis by sector 
accounts. (Englewood Cliffs: Prentice-Hall. 1956. Pp. xv, 555.) 

Consumer survey statistics. Report of the Consultant Com. on Consumer Survey Stat., 
Board Gov. Fed. Res. System, organized at the request of the Subcom. on Econ. Stat. of 
the Joint Com. on the Econ. Report. (Washington: Board Gov. Fed. Res. System. 1955. 
Pp. 116.) 

Economie Belge et comptabilité nationale 1948-1954. (Brussels: Ed. de I’Inst. de Soc. 
Solvay. 1955. Pp. vi, 216. B fr 250.) 

Report on the official estimates of national income and sector accounts for the years 1938- 
39—1954-55. (Wellington: New Zealand Census and Stat. Dept. 1955. Pp. 60.) 

Statistics of saving. Report of the Consultant Com. on Savings Stat., Board Gov. Fed. Res. 
System, organized at the request of the Subcom. on Econ. Stat. of the Joint Com. on the 
Econ. Report. (Washington: Board Gov. Fed. Res. System. 1955, Pp. 154.) 


Business Fluctuations; Prices 
Caret, S.-F. Le grand magasin, barométre de conjoncture. (Paris: Sté. d’Ed. d’Enseign- 
ment Supérieur. 1955. Pp. 190. 1.500 fr.) 
Com, G., ed. The Employment Act—past and future. A tenth anniversary symposium. 
Spec. rept. no. 41. (Washington: Nat. Planning Assoc. 1956. Pp. xii, 203. $2.75.) 
W. anno Harrier, H. Lohnhiéhe und Beschéftigung. Gesellschaft f. Wirts. und 
Sozialwissensch. N. F. Band 11. (Berlin: Duncker & Humblot. 1955. Pp. 79. DM 6,60.) 
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An appraisal of data and research on businessmen’s expectations about outlook and operat- 
ing variables. Report of Consultant Com. on General Bus. Expectations. (Washington: 
Board Gov. Fed. Res. System. 1955. Pp. 200.) 

Business outlook, 1956. Stud. in bus, econ. no. 49. (New York: Nat. Indus. Conference 
Board. 1955. Pp. 96.) 

Economic report of the President, transmitted to the Congress, January 24, 1956. (Wash- 
ington: Supt. Docs. 1956. Pp. x, 238.) 

Employment and unemployment statistics. Hearings before the Subcommittee on Economic 
Statistics of the Joint Committee on the Economic Report, 84th Cong., Ist sess., Nov. 
7 and 8, 1955. (Washington: Supt. Docs. 1955. Pp. 167.) 

Policies to combat depression. A conference of the Universities-National Bureau Committee 
for Economic Research. (Princeton: Princeton Univ. Press. 1956, Pp. x, 417. $8.50.) 

Public works and employment from the local government point of view. A report of the 
W. E. Upjohn Inst. for Community Research—E. C. McKean and H. C. Taylor. 
(Chicago: Pub. Admin. Serv. 1955. Pp. xiii, 274.) 

Report of the Joint Committee on the Economic Report on the January 1956 Economic 
Report of the President with supplemental and minority views and The economic out- 
look for 1956 prepared by the Committee staff, 84th Cong., 2nd sess. (Washington: 
Supt. Docs. 1956. Pp. 116.) 

Statistics on business plant and equipment: expenditure expectations. Report of the Con- 
sultant Com. on Bus. Plant and Equipment Expenditure Expectations, Board Gov. 
Fed. Res. System, organized at the request of the Subcom. on Econ. Stat. of the Joint 
Com. on the Econ. Report. (Washington: Board Gov. Fed. Res. System. 1955. Pp. 31.) 

What will deflation or more inflation mean to you? Coord. stud. of the Research, Invest- 
ment and Insurance Div. (Great Barrington, Mass.: Am. Inst. Econ. Research. 1955. 


Pp. 144.) 
Money and Banking; Short-Term Credit; Consumer Finance 


Morton, J. E. Urban mortgage lending—comparative markets and experience. (Princeton: 
Princeton Univ. Press, for the Nat. Bur. Econ. Research. 1956. Pp. xx, 187. $4.) 

Srmon, P. anp Paves, L. Le crédit &@ moyen terme. (Paris: Presses Univ. de France. 1955. 
Pp. xx, 200. 600 fr.) 

Spaur, W. E. The National Association of Manufacturing and irredeemable currency. 
(New York: Economists’ Nat. Com. on Monetary Policy. 1955. Pp. 29.) 

ZiyistRA, J. De omloopssnelheid van het geld en zijn betekenis voor geldwaarde en 
monetair evenwicht. 2nd ed. (Leiden: H. E. Stenfert Kroese. 1955. Pp. xiv, 230.) 


Business Finance; Investments and Security Markets; Insurance 


Grisert, L. D. Dividends and democracy. (Larchmont: Am. Research Council. 1956. 
Pp. xiv, 242. $3.95.) 

Masson, R. L. A case study of balloting regulation—the Boston and Maine recapitalizes 
1948-1953. (Boston: Div. of Research, Harvard Bus. School. 1956. Pp. xvi, 373. $4.50.) 

Merxet, H.-G. Theorie der Kapitalmarktpolitik. (Berlin: Duncker & Humblot. 1955. 
Pp. 196. DM 15,60.) 

Scuuttz, R. E. Life insurance housing projects. (Homewood, Ill.: Irwin, for S. S. Huebner 
Foundation for Ins. Education, Univ. of Pennsylvania. 1956. Pp. xvi, 154. $4.) 

Weser, K. Dividendenpolitik. Mitteilungen aus dem handelswissenschaftlichen Sem. der 
Univ. Ziirich no. 99. (Ziirich: Schulthess. 1955. Pp. 187. 16 Sw. fr.) 

Mortgage market problems. Hearings before a subcommittee of the Senate Committee on 
Banking and Currency, 84th Cong., Ist sess., Nov. 28, 29, 1955. (Washington: Supt. 
Docs. 1955, Pp. 168.) 

Securities Exchange Act of 1934 as amended to August 10, 1954. (Washington: Supt. Docs. 
1955. Pp. 45.) 


4 
‘ 
| 
| 
| 
r 


TITLES OF NEW BOOKS 509 
Public Finance 


Duvercer, M. Institutions financiéres. (Paris: Presses Univ. de France. 1956. Pp. viii, 444. 
800 fr.) 

HANsEN, B. Finanspolitikens ekonomiska teori. Penningvardeundersékingen: Del. II. 
Statens Offentliga Utredningar 1955:25. (Uppsala: Almqvist & Wiksell. 1955. Pp. 403.) 

Karvor, N. An expenditure tax. (New York: Macmillan. 1956. London: Allen & Unwin. 
1955. Pp. 249. $2.75.) 

Keat, P. G. A program of fiscal policy. With discussion. Grad. Econ. Seminar pub. no. 14. 
(Syracuse: Dept. Econ., Syracuse Univ. 1955. Pp. 16. 50¢.) 

Codificagéo do direito tributdrio (Codification of tax law). (Rio de Janeiro: Inst. 
Brasileiro de Direito Fin. 1955. Pp. 366. Cr$200.00.) 

Congressional control over the budget of the United States. Hearing before a special sub- 
committee of the House Committee on Government Operations, 84th Cong., 1st sess., 
June 28, 1955. (Washington: Supt. Docs. 1956. Pp. 39.) 

The federal revenue system—facts and problems. Materials assembled for the Subcom. on 
Tax Policy by the Subcom. staff of the Joint Com. on the Econ. Report, 84th Cong., 
Ist sess. (Washington: Supt. Docs. 1956. Pp. x, 201. 55¢.) 

Federal tax policy for economic growth and stability. Hearings before the Subcommittee 
on Tax Policy of the Joint Committee on the Economic Report, 84th Cong., 1st sess., 
Dec. 5-9, 12-16, 1955. (Washington: Supt. Docs. 1956. Pp. v, 708. $2.) 

The financing of highways by counties and local rural governments, 1942-51. Bur. Public 
Roads pub. (Washington: Supt. Docs, 1955. Pp. 110.) 

Government finances in 1965. Project notes no. 39. (New York: Tax Foundation. 1955. 
Pp. 43.) 

The history and philosophy of taxation. A conference held at the College of William and 
Mary, Apr. 15, 1955, John Marshall bicentennial program. (Williamsburg: William and 
Mary College. 1955. Pp. 95.) 

Payments of taxes, or in lieu of taxes to State or local taxing units. Hearing before the 
Senate Committee on Government Operations, 84th Cong., Ist sess. (Washington: Supt. 
Docs. 1956. Pp. 238.) 

A program for continued progress in fiscal management. (Albany: N.Y. Temporary Comm. 
on Fiscal Affairs of State Govt. 1955. 2 vols.) 

Tax policy in 1956. A statement by the CED Program Com. (New York: Com. for Econ. 
Develop. 1955. Pp. 11, mimeo.) 

Taxation of bonus shares. (Bombay: Assoc. Indian Trade and Indus. 1955. Pp. 22.) 


International Economics 


Baape, F., ed. Die Weltwirtschaft 1955. Vol. II. (Kiel: Inst. Weltwirtschaft, Univ. Kiel. 

1955. Pp. 61. DM 10,—.) 

Box, D. C. The first three years of the Schuman Plan. Stud. internat. fin. no. 5. (Prince- 
ton: Internat. Fin. Sec., Princeton Univ. 1955. Pp. 79. 25¢.) 

This brief review of the first three years of the European Coal and Steel Community 
takes up in turn: the goals of the plan, the institutions of the Community, the plan in 
operation (to which are devoted 43 of the 79 pages), the ultimate effects of competition. 
ve Ricci, D. Investissements en Amérique latine. Vol. I, Brésil, Colombie, Equateur, 

Pérou, Vénézuéla. (Paris: Pedone. 1955. Pp. 90. 1.000 fr.) 

Grorce, P. Os grandes mercado do mundo (The great international markets). Trans. 
from the French. (Sao Paulo: Difusao Européia do Livro. 1955. Pp. 148. Cr$35,00.) 
KINpDLEBERGER, C. P. The terms of trade—a European case study. (Cambridge: Tech- 

nology Press, M.I.T. New York: John Wiley. London: Chapman & Hall. 1956. Pp. xx, 

382. $9.) 

Meape, J. E. The theory of customs unions. Professor Dr. F. de Vries Lectures. (Amster- 

dam; North-Holland. 1955. Pp. 121. $2.; {7.50.) 
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MeapeE, J. E. The theory of international economic policy. Vol. Il, Trade und welfare, in 
two vols., the second of which is Mathematical supplement. (New York and London: 
Oxford Univ. Press. 1955. Pp. xiv, 618; viii, 128. $7.20, $4; 45s, 25s.) 

The first volume of the treatise appeared in 1951 with the title, The Balance of Pay- 

ments. It was reviewed in the March 1952 issue (XLII, 191-95). 


MIKESELL, R. F. Foreign investments in Latin America. (Washington: Dept. Econ. and 

Soc. Affairs, Pan American Union. 1955. Pp. v, 141, mimeo. 75¢.) 

This study was originally prepared as a document presented to the meeting of ministers 
of finance or economy, the Extraordinary Meeting of the Inter-American Economic and 
Social Council, held in Rio de Janeiro, Brazil, Nov. and Dec., 1954. The author concluded 
that the contribution of external capital to Latin American development during the post- 
war period has been modest in proportion to the potential capacity to absorb external 
capital. He reviewed the various obstacles to foreign investment in the region, and made 
recommendations for stimulating such investment. 

SHATERIAN, W. S. Export-import banking—the documents and financial operations o/ 
foreign trade. 2nd ed. (New York: Ronald Press. 1956. Pp. x, 508. $6.50.) 


Tear, H. M., Jr. ann Franck, P. G., ed. Hands across frontiers—case studies in techni- 
cal cooperation. Pub. of Netherlands Univ. Foundation for Internat. Coop. (Ithaca: 
Cornell Univ. Press. 1955. Pp. 579. $5.50.) 

There are eleven case studies by as many different authors which deal with technical 
cooperation in Afghanistan, India, Taiwan, Brazil, Peru, Ceylon, Saudi Arabia, Turkey, 

Japan, Northern Nigeria; and with the employment of Arab refugees. 


WiynHorps, H. W. J. International trade and payments—an introduction to the theory 
of international trade, commercial policy and other international economic relations 
(Pretoria: Academic Press. 1955. Pp. xiii, 181.) 

1955 survey of primary commodity markets. (New York: U.N. Comm. on Internat. 
Commodity Trade. 1955. Pp. 122.) 

Analysis of renegotiation of certain tariff concessions—India, Netherlands, Antilles, New 
Zealand, Nicaragua and Pakistan. By Contracting Parties to GATT. Dept. State pub 
6201. (Washington: Dept. State. 1955. Pp. 36.) 


Declaration of E.L.E.C. on the creation of a common market. Pub. no. 18. With pub. no. 
19, 1°” supplement a la publication no. 18. (Brussels: European League for Econ. Co-op 
1955. Pp. 29; 20.) 

Economic development abroad and the role of American foreign inevstment. A CED Re- 
search and Policy Com. statement on nat. policy. (New York: Com. for Econ 
Develop. 1956. Pp. 49.) 

Foreign economic policy. Hearings before the Subcommittee on Foreign Economic Policy 
of the Joint Committee on the Economic Report, 84 Cong., Ist sess., Nov. 9, 10, 14, 
15, 16 and 17, 1955. (Washington: Supt. Docs. 1955. Pp. iv, 620. $1.75.) 

These hearings were the first held under the Employment Act of 1946 before a spe 
cially created Subcommittee on Foreign Economic Policy of the Joint Committee on the 
Economic Report. The compilations of data, analyses of relevant factors, and expressions 
of opinion embraced in these hearings provide ample justification for this formal recogni- 
tion of the important relations between foreign economic policy and the functioning of the 
American economy as a whole. This volume of 620 pages sets forth the testimony, in care- 
fully prepared statements and informal discussions, of almost a half hundred highly compe- 
tent witnesses, reflecting a variety of viewpoints and touching upon many of the signifi- 
cant aspects of international economic relations. The witnesses were from industry, 
finance, labor, agriculture, the universities, and research organizations, as well as from the 
International Bank, the Monetary Fund, and the International Cooperation Administra- 
tion. Among the subjects discussed are the following: problems of comparing international 
differences in costs of production, living standards, and economic progress; the movement 
for achieving uniform reporting of data of international concern; the role of comparative 
costs in the determination of trade flows; the relative burdens of various kinds of trade 
controls on the economy; reconciliation of the desire for expanded exports with fears of 
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increased imports; the problem of dumping; tariff concessions and the escape clause; 
contributions of multilateral trade to economic efficiency and growth; the regional ap- 
proach to trading problems; the structure of world trade and payments; short-term 
domestic economic effects of reducing import barriers; the consumer and labor interests 
in international trade; foreign economic policy and domestic agricultural policy; inter- 
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NOTES 


A nominating committee consisting of Merrill K. Bennett, Edward H. Chamberlin, 
Edwin B. George, Richard B. Heflebower, Aryness Joy Wickens, and Jacob Viner, chair- 
man, has submitted the following slate of nominees for 1957 officers of the American 
Economic Association: 
President: Morris A. Copeland, Cornell University 
Vice President: 
Ben W. Lewis, Oberlin College 
Joseph J. Spengler, Duke University 
Frederick V. Waugh, Department of Agriculture 
Charles R. Whittlesey, University of Pennsylvania 
Executive Committee: 
Solomon Fabricant, National Bureau of Economic Research 
Walter W. Heller, University of Minnesota 
Faith Williams, Department of Labor 
Holbrook Working, Stanford University 
Representative of Social Science Research Council: 
William H. Nicholls, Vanderbilt University 
The annual meeting of the Association will be held at the Hotel Cleveland, Ohio, 
December 27-29, 1956. The chairman of the Committee on Local Arrangements is C. Austin 
Barker, of the Cleveland Electric Illuminating Company. 


The Department of Economics and Business Administration of Vanderbilt University 
will offer a Graduate Training Program in Economic Development beginning in September 
1956. It is intended both for foreign students from underdeveloped countries and for 
American students seeking careers in the field of economic development. Professor Rendigs 
Fels is director of the program. The U. S. International Cooperation Administration will 
sponsor participation by not more than 25 students nominated by the governments of 
underdeveloped countries. Other students, both foreign and American, may apply to 
Vanderbilt University. 


A survey of investigations in progress in the field of Latin American studies is being 
jointly sponsored by the Department of Cultural Affairs of the Pan American Union and 
the School of Inter-American Studies of the University of Florida at Gainesville. Question- 
naires have been sent to faculty members and graduate students in all disciplines, and to 
independent scholars and researchers who may have investigations under way connected 
with Latin America. Those who do not receive questionnaires through the mail are urged 
to request them from the School of Inter-American Studies, University of Florida, Gaines- 
ville, Fla., in order that the published results may be as complete as possible. Distribution 
of the completed survey is scheduled for early fall. 


NEW PUuBLICATION 


Beginning in June 1956, Administrative Science Quarterly, a new journal devoted to 
advancing basic understanding of administrative processes in all types of organizations, 
will be published by the graduate School of Business and Public Administration, Cornell 
University. It will carry articles, book reviews and abstracts relating to administration 
in business, educational, governmental, hospital, military and similar organizations. 

Editor of the Quarterly is James D. Thompson. The editorial board includes Sune 
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Carlson, Melvin de Chazeau, Alexander Leighton, Edward H. Litchfield, and Ewing W. 
Reilley. Paul Wasserman is book review editor. 

Domestic and foreign subscription will be $7.50, with a special student subscription of 
$4.00. All correspondence should be addressed to Administrative Science Quarterly, 
Graduate School of Business and Public Administration, Cornell University, Ithaca, N.Y. 


Deaths 
Benjamin H. Hibbard, of the University of Wisconsin, died August 11, 1955. 
Dickson H. Leavens died in Colorado Springs December 3, 1955. 


John B. Woosley, Kenan professor emeritus of the Universty of North Carolina, died 
January 21, 1956. 


Harlow S. Person, of Dobbs Ferry, N.Y., died November 7, 1955. 


Appointments and Resignations 


Kenneth J. Arrow, of Stanford University, will be a fellow of the Center For Ad- 
vanced Study in the Behavioral Sciences in the year 1956-57. 

George B. Baldwin, of the Center for International Studies, Massachusetts Institute of 
Technology, will become visiting associate professor of economics and assistant director of 
the Graduate Training Program in Economic Development at Vanderbilt University next 
September. 

James W. Bell has been visiting professor of money and banking at the Ohio State 
University in the spring quarter. 

Joseph S. Berliner has been appointed assistant professor of economics at Syracuse 
University. 

John H. Buttrick, of the University of Minnesota, has been visiting associate professor 
of economics at Stanford University in the spring quarter. 

Dudley D. Carroll, professor of economics and dean emeritus of the School of Business 
Administration of the University of North Carolina, is retiring from teaching this year. 

Lawrence R. Chenault has been promoted to professor of economics at Hunter College. 

Kendall P. Cochran has been promoted from instructor to assistant professor of eco- 
nomics at the Ohio State University. 

Jerome B. Cohen will be acting chairman of the department of economics in the 
Bernard M. Baruch School of Business and Public Administration of The City College 
next year. 

Arnold Collery, of Amherst College, has been visiting lecturer in the department of 
economics of the University of Massachusetts in the spring term. 

Richard M. Colwell has been promoted from associate professor to professor of ac- 
counting in the School of Business Administration of the University of Massachusetts. 

Alfred H. Conrad has been appointed assistant professor of economics at Northwestern 
University. 

Jean A. Crockett has resigned as lecturer in finance in the Wharton School, University 
of Pennsylvania. 

Wilfrid H. Crook, professor of economics and chairman of the department of economics 
of Colgate University, is retiring this year. 

Joseph Cropsey has been promoted from instructor to assistant professor of economics 
at the City College. 


Lois Cross has been appointed assistant professor of business administration at East 
Tennessee State College. 


George W. Cubberly has been promoted to assistant professor of marketing at the 
University of Miami. 


M. G. Daniels has been promoted from instructor to assistant professor of economics at 
Texas A & M College. 
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Charles L. Dearing is on leave from the Brookings Institution to serve as executive 
director of the Illinois Toll Highway Commission. 

Lewis N. Dembitz, who has been assistant director of the Division of Internationa! 
Finance, is now assistant director of the Division of Research and Statistics, Board of 
Governors of the Federal Reserve System. 

Norman H. Deunk, Jr., has resigned as assistant professor of management, School of 
Business, Indiana University. 

Boris G. Dressler is resigning as assistant professor of economics at The City College. 

John Dyer has been promoted from assistant professor to associate professor of market- 
ing at the University of Miami. 

John C. Eddison has resigned from the Economic Development Administration of the 
Commonwealth of Puerto Rico to become assistant overseas representative for Burma for 
the Ford Foundation. 

Elden J. Facer has been promoted to professor of banking and finance in the College 
of Business of the University of Utah. 

Martin T. Farris has been appointed instructor in economics at the Ohio State 
University. 

Clinton S. Ferguson has been promoted to assistant professor of economics at East 
Tennessee State College. 

John M. Fitzgerald has been appointed instructor in accounting in the School of 
Business Administration of the University of Massachusetts. 

John B. Flynn has been appointed instructor in economics at the Ohio State University. 

Oscar Gass is visiting lecturer in economics at Columbia University. 

Arthur L. Grey, Jr., formerly of the California Institute of Technology, has accepted 
an appointment as assistant professor of economics at the University of Southern Cali- 
fornia. 

Reed R. Hansen has been appointed assistant professor of economics at the State College 
of Washington. 

William H. Harris, Jr., has been promoted from assistant professor to associate pro 
fessor in the College of Business Administration, University of Georgia. 

Charles E. Helppie has been appointed instructor in economics at the Ohio State 
University. 

Henry K. Heuser resigned from the Board of Governors of the Federal Reserve System 
in July 1955 and subsequently spent three months in Bogota, Colombia as the economist 
of a Special Mission of the International Bank to that country. Since then he has been 
with the International Cooperation Administration as chief of the Program Division, 
U.S. Operations Mission, Rome, Italy. 

Joe M. High has been appointed assistant professor of accounting at East Tennessee State 
College. 

George H. Hildebrand has been appointed acting director of the Institute of Industrial 
Relations at the University of California, Los Angeles. 

William Jaffe has been visiting lecturer at the University of Algiers in the spring quar- 
ter and will spend the summer at Lausanne. 

Donald R. Johnson has been appointed assistant professor of finance at the University 
of Miami. 

Edgar A. J. Johnson has been visiting professor of economics in the Wharton School, 
University of Pennsylvania, in the spring term. 

John L. Johnson has been appointed acting director of the Bureau of Business Re- 
search, College of Commerce, University of Kentucky. 

James B. Jones has resigned from Dartmouth College to accept a position with Leigh 
Fisher Associates airport consultants in South Bend, Indiana. 

Robert M. Kane has been promoted from instructor to assistant professor of manage- 
ment at the University of Miami. 
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Gabriel T. Kerekes has joined the faculty of the department of economics at the Bab- 
son Institute of Business Administration. 

Henry I. Kester, of the University of Washington, has accepted an appointment as 
associate professor of finance in the School of Business of the University of Colorado. 

Felix Kollaritsch, of Illinois Weleyan University, has been appointed assistant professor 
of accounting at Butler University. 

Kenneth K. Kurihara has been promoted to associate professor of economics at Rutgers 
University. 

Harry Malisoff has been promoted to associate professor in the department of economics 
of Brooklyn College. 

Theodore F. Marburg is serving as chairman of the Division of the Social Sciences at 
Hamline University. 

James W. Martin, director of the Bureau of Business Research, University of Kentucky, 
is serving as Commissioner of Finance in the state government of Kentucky. 

Norman H. Martin has been appointed assistant professor of industrial relations in the 
School of Business and the Committee on Human Development, University of Chicago. 

Frank Meehan has been promoted from instructor to assistant professor of marketing 
at the University of Miami. 

John V. Miller has been instructor in marketing in the Wharton School, University of 
Pennsylvania, in the spring term. 

Aurelius Morgner has been promoted from associate professor to professor of economics 
at Texas A & M College. 

Nathan Morrison, of the New York State Department of Labor, has been lecturing in 
statistics during the spring term at the School of Industrial and Labor Relations, Cornell 
University. 

John H. Mudie has resigned from Texas A & M College to accept a position with the 
Governmental Development Bank in Puerto Rico. 


Austin S. Murphy has been appointed to the Albert T. O'Neill Chair of American 
Enterprise at Canisius College. 

Richard A. Musgrave, of the University of Michigan, has been visiting professor of 
economics at Massachusetts Institute of Technology in the second semester of the year 
1955-56, 


James C. Nelson has been granted leave for next year from the State College of Wash- 
ington to make a study of Railroad Transportation and Public Policy for the Brookings 
Institution. 

James R. O'Connor, of Columbia University, has been instructor in economics at Dart- 
mouth College in the second semester of this year. 

David C. Oppen has been instructor in industry in the Wharton School, University of 
Pennsylvania, in the spring term. 

Manuel H. Parseghian has been instructor in marketing in the Wharton School, Uni- 
versity of Pennsylvania, in the spring term. 

Lloyd F. Pierce has been appointed director of a newly created School of Business 
Administration and Economics at East Tennessee State College. 

Reed C. Richardson has been promoted to associate professor of economics at the Uni- 
versity of Utah. 

Lawrence S. Ritter has resigned from Michigan State College to accept a temporary 
position as economist at the Federal Reserve Bank of New York. 

Hazel V. Roberts has been promoted to associate professor of economics at Hunter 
College. 

Newton Y. Robinson has been promoted to assistant professor of marketing in the 
School of Business Administration, University of Massachusetts. 

Charles E. Rollins has resigned from Stanford University to accept a position with the 
Standard Oil Company of New Jersey. 
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Albert E. Safarian has been appointed associate professor of economics at the University 
of Saskatchewan. 

Gary Salzman has been promoted from assistant professor of management to associate 
professor of business law at the University of Miami. 

Morris A. Savitt has been promoted from instructor to assistant professor of manage- 
ment at the University of Miami. 

Nathan Schmukler has been promoted to assistant professor in the department of eco- 
nomics of Brooklyn College. 

Martin C. Schnitzer, formerly of the University of Florida, is now instructor in eco- 
nomics in the College of Business Administration of the University of Arkansas. 

V. Donald Schoeller has resigned as lecturer in industry in the Wharton School, Univer- 
sity of Pennsylvania. 

Karl W. H. Scholz is retiring from teaching at the University of Pennsylvania at the end 
of 1956. 

Kenneth S. Schwartz has been lecturer in industry in the Wharton School, University 
of Pennsylvania, in the spring term. 

Thomas W. Schwartz has resigned from the Warton School, University of Pennsylvania, 
where he was lecturer in industry. 

Tibor Scitovsky, of Stanford University, has been visiting professor of economics at 
Northwestern University in the spring quarter. 

Don A. Seastone, formerly of Bates College, has been appointed assistant professor of 
economics at Humboldt State College, Arcata, California. 

Milton M. Shapiro, formerly with the economic department of the Jewish Agency for 
Palestine in New York, is now serving as program analyst for Rocketdyne, a division of 
North American Aviation Inc., in Los Angeles. 

Thomas W. Shea has been instructor in finance at the Wharton School, University 
of Pennsylvania, in the spring term. 

Edward B. Shils has been lecturer in industry, Wharton School, University of Penn- 
sylvania, in the spring term. 

Robert Silkett has resigned as instructor in marketing at the Wharton School, Uni- 
versity of Pennsylvania. 

Frank A. Singer has been promoted from assistant professor to associate professor of 
accounting in the School of Business Administration of the University of Massachusetts. 

John B. Slocum has been promoted from assistant professor to associate professor of 
management at the University of Miami. 

Kenneth C. Spaulding has accepted an appointment as associate professor of economics 
at East Tennessee State College. 

Harold Stein has been promoted to assistant professor of economics at Brooklyn College. 

Donald D. Steward has been appointed instructor in agricultural economics at The Ohio 
State University. 

Paul Streeten, of Balliol College, Oxford University, will be visiting professor of eco- 
nomics at Stanford University in the summer quarter. 

William R. Taaffe has resigned from the Carnegie Institute of Technology to accept 
an appointment as professor of management at Butler University. 

Lorie Tarshis will be executive head of the department of economics, Stanford Univer- 
sity, effective in the fall quarter. 

Alice F. Teasdale retired from the School of Business, University of Chicago, in October 
1955. 

Ernest van den Haag has been appointed adjunct associate professor in the department 
of economics, School of Commerce, Accounts and Finance, New York Univérsity. 

Leland S. Van Scoyoc has been named chairman of the department of economics at 
Bowling Green State University, effective September 1955. 
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Henry H. Villard will be on sabbatical leave from The City College in 1956-57 and will 
teach at the University of Birmingham in the spring of 1957. 

Martin F. Wagner, executive director of the Louisville Labor-Management Committee, 
has been visiting professor during the spring term at the New York State School of 
Industrial and Labor Relations, Cornell University. 

Margaret Walker has been promoted to assistant professor of marketing in the College of 
Business of the University of Utah. 

Barton A. Westerlund has been promoted from assistant professor to associate professor of 
marketing at the University of Miami. 

Aryness Joy Wickens is now Deputy Assistant Secretary of Manpower and Employment. 

John D. Wilson is now associated with the Chase Manhattan Bank as vice president in 
charge of the economic research department. 

Charles A. Winans, Jr. has been instructor in accounting in the Wharton School, Uni- 
versity of Pennsylvania, in the spring term. 

Charles Wurst has been promoted from assistant professor to associate professor of 
marketing at the University of Miami. 

Elmer R. Young has been promoted to professor of accounting in the College of 
Business of the University of Utah. 


Manuel Zaiac has been promoted from instructor to assistant professor of accounting at 
the University of Miami. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Accounting and statistics: A leading Southern college will have an opening in 
September, 1956, for a young man with, or close to, Ph.D. Courses will include 
elementary accounting and statistics. Salary and rank depend upon training and 
experience. P179 
Economic principles: Young Ph.D.; no experience required. Salary $4,600 to $5,000 
per nine months. Twelve to fifteen hour teaching load. Possibility of an additional 
$700 per year teaching in evening division. Small fully accredited college specializ- 
ing in business administration; within commuting distance of New York City. 
P180 


Economics and statistics: Three economists and one statistician for Department of 
Economics. Salary of $5,500-$6,000 for nine months; summer teaching routinely 
available at 30 per cent additional. Ph.D. required. Apply to: Dean, School of Busi- 
ness Administration, Georgia State College of Business Administration, 33 Gilmer 
Street, S.W., Atlanta, Georgia. 


Accounting: One accountant. Ph.D. preferred; will accept if writing dissertation. 
Salary of $5,500-$6,000 for nine months; summer teaching routinely available at 
30 per cent additional. Apply to: Dean, School of Business Administration, Georgia 
State College of Business Administration, 33 Gilmer Street, S.W., Atlanta, Georgia. 


Management: One position in Management Department. D.B.A. or Ph.D. preferred; 
will accept if writing dissertation. Salary of $5,500-$6,000 for nine months; sum- 
mer teaching routinely available at 30 per cent additional. Apply to: Dean, School 
of Business Administration, Georgia State College of Business Administration, 33 
Gilmer Street, $.W., Atlanta, Georgia. 


Economics: Instructor or assistant professor in economics. Co-educational Catholic 
college desires M.A. in economics. Salary $4,500 to $5,500 per year. Successful ap- 
plicant will teach only economics courses. Opportunity to work for Ph.D. locally. New 
campus. Opportunity to become chairman of the department when qualified. Address 
oie to: Frank L. Luken, Vice President, Villa Madonna College, Covington, 
Kentucky. 


Public utility and fuels economics: TVA needs an economist to estimate fuel consump- 
tion and costs for large steam plant operations. Work involves economic studies of 
production, prices, profits, and labor relations in the coal and transportation in- 
dustries. Candidates should have an M.A. degree in economics plus a sound knowl- 
edge of mathematics (including calculus) and statistics. Special experience in the 
transportation field, in lieu of knowledge of advance mathematics and statistics will 
be acceptable. Starting salary is $4,865 per year for a 40-hour work week, with auto- 
matic increases for satisfactory service. Vacation, sick leave, and retirement benefits. 
Interested candidates should write to Tennessee Valley Authority, Examining Section, 
Knoxville, Tennessee. 


Business administration: Instructor or assistant professor, Catholic co-educational 
college in Greater Cincinnati, Ohio. Salary $4,500 to $5,500, depending upon qualifi- 
cations. Should be able to teach management and general business subjects. Ample 
opportunity for consultation or other outside work if desired. P181 
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Accounting: Instructor or assistant professor, Catholic co-educational college in 
Greater Cincinnati, Ohio. Salary $4,000 to $5,000, depending upon qualifications. 
Ample opportunity for consultation or other outside work if desired. P182 


Undergraduate economics: Instructor or assistant professor for fully accredited 
northern university, enrollment over 5,000. General Sophomore economics and per- 
haps one or two advanced courses; fifteen hour load; some evening school. Salary 
$3,500 to $4,500 for nine months, depending upon education and stage of career. 
Should be Ph.D. or near, but experience or maturity are not required. Specialization 
or research not as important as good teaching ability. One year appointment, starting 
September, 1956, or possibly in summer. P183 


Labor-Market oa Bilingual, pone and English. To prepare: labor-market 
and manpower analyses, especially of employment opportunities; demographic analy- 
ses; and analyses of various types of social statistics. Including both records analysis 
and the design and carrying out of original research in such fields as population move- 
ment and characteristics, education, juvenile delinquency, housing, etc. Experience 
in labor-market analysis and in design and conduct of sample surveys desirable. In 
New York City, for nonprofit agency. Starting salary $6,000, with liberal leave 
benefits and optional retirement plan. P184 


Economists Available for Positions 


Economic principles, labor, economic thought, economic history, economic systems, 
public finance, marketing, money and banking: Man, A.M., Northwestern Uni- 
versity. Ph.D., Yale University. Nineteen years of economics " teaching experience; 
government experience as ~~ ¢ economist. Broad social science background. Project 
in American economic field completed. E536 


Investment analysis, auditing, budgeting, business finance: Man, 51, J.D. Twelve 
years of experience in banking, credit and investment transactions; 5 years of ex- 
perience in auditing large European organizations; 13 semesters of teaching ex- 
perience as a professor in a fully accredited university in the U.S. Desires position 
as an investment analyst, controller, or treasurer. Also interested in teaching posi- 
tion. Available June 1, 1956. E572 
Economic theory and principles, bistory of thought, public and paints finance, and 
other subjects: Man, under 40, prewar Ph.D. Experience in ing, research, gov- 
ernment. Listed for years in regional Who’s Who; contributor to leading journals; 
trade book on economics of baseball just published; several other books in progress, 
including theory textbook, but stimulating teaching is chief interest and qualifica- 
tion. Taught 18 years at graduate and undergraduate levels, in several fields, mainly 
economic theory and finance; 12 years as associate professor; 8 years in present posi- 
tion at large university, with tenure. Minimum: full professorship. E580 


Economics: Man, middle-aged, married; M.A., New York University; J.D., —— 
Veteran; knowledge of languages. Looks for adequate opportunity. E58 
Economics, statistics, accounting, marketing, corporation finance, investments, eco- 
nomic history, money and banking: Man, married; requirements for Ph.D. completed 
and dissertation in progress. Ten years of teaching experience at the university level. 
Interested in teaching position. Partial to Southwest or East. E591 
Corporation economics, marketing and public relations: Man, 45, married; B.S., M.S., 
Ph.D., fellowships, scholarship and summa cum laude, honor societies. Now econo- 
mist for national company; experience also includes full professorship, research 
director, marketing and advertising head, naval officer. Desires teaching and research 
position in university. Available in fall, 1956. E594 


Foreign trade, rage tariffs, labor relations, socioeconomic research: Man, 54; 
M.S., M.A., Ph.D. Seeks position with nonprofit organization as research man, full- 
or part-time or individual basis. Would also consider publishers representative offer 
of full- or part-time for Pacific Coast. Well acquainted with Western European trade 
and speaks the Scandinavian languages and German. E599 
Industrial and personnel ere, labor economics, Sagas and banking, eco- 
nomic principles, statistics: Man, 41, married; A.B., M.A., requirements for Ph.D. 
completed except dissertation, which is in progress. Eight years of successful col- 
lege and university teaching in above fields; 9 years of personnel experience in 
industry and government. Especially interested in college or university teaching 
position. Available for fall semester. E604 


Economic theory and principles, labor relations, labor legislation, business or- 
ganization, government and business: Man, 37; M.A., completing Ph.D. require- 
ments. Four years of teaching experience at large Eastern university; 3 years of 
experience with leading private research organization; 2 years in labor relations 
work. Desires teaching position. E605 


Management, accounting, business administration: Man, 32, married; M.B.A., Ph.D. 
residence requirements completed; honors. Nine years of college teaching experi- 
ence; 1 year as acting department head. Case or conventional method. Currently 
teaching in large Midwestern university. Interested in teaching or administrative 
position. Excellent references. Available in September, 1956. E606 


Banking, finance, investments, economic principles: Man, 32; M.A., B.S. Over 7 
years of diversified banking experience; some teaching experience. Seeks position 
with financial institution as an analyst or teaching position. E609 


Economic principles, economic systems, corporation finance, money and banking, 
public finance, insurance, business law: Man, 38; B.S. in Com., Ohio State Uni- 
versity; M.A. in Econ., University of Cincinnati; Ph.D. dissertation in progress, 
University of Cincinnati. Three years of teaching, 1 as department chairman, at 
Midwest college; active worker with students; 10 years of Wan experience in 
banking and insurance. Anticipating writing articles for learned journals after 
degree is conferred. Desires a permanent teaching position with a future in a 
small to medium-sized school. Willing to relocate in East, Mid-Atlantic, or = 
west. 10 


Economic, business, and insurance history: Man, 37; Ph.D., New York University. 
Fifteen years of governmental experience, including those of an advisory and ad- 
ministrative mature; 1 year of teaching experience; has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
college or university teaching position. Of special usefulness to life insurance 
companies as research assistant or historian. E616 


Labor economics, labor relations: Man, 33, married; Ph.D., Columbia University. 
Four years of teaching experience in large Southern university. Desires teaching 
position where research is also valued. Recent labor publications. E618 


Economics: Man, 65; M.A. (history), Columbia, and most requirements for 
Ph.D.; several summer schools at other large universities; much personal in- 
dependent study of general economics. Eight years of teaching economics on college 
senior level. Excellent background and practical experience in railroad transporta- 
tion. Historical publication out in January; liberal, progressive, stress critical and 
objective approach, factors of social change. Desires position in nothern part 

U.S., permanent part- or full-time, for fall, 1956. E619 


Elementary economics, monetary theory, international trade, public finance, history 
of economic doctrines: Man, 45, married; M.Sc. (Econ.), London, Ph.D. Eleven 
years of teaching experience with both graduate and undergraduate courses. Admin- 
istrative experience in government—21/) years in the Bureau of the Budget. Study 
and research in Europe for 4 years; command of French and German; books and 
articles published. Would like to develop outstanding course in principles and also a 
special course in the history of doctrines. E622 


Economically underdeveloped areas, employment theory and policy, comparative 
economic systems, economic theory: Man, 33, married; Ph.D. Seven years of teaching 
experience; has taught the whole gamut of courses offered at a small liberal arts 
college; excellent teacher; 1 year of research experience. Desires position which 
allows time for creative work. Available in June or September, 1956. E624 


Industrial management, industrial relations: Man, 33; Ph.D. Seven years of experi- 
ence teaching management and general business. Extensive consulting and industrial 
experience. Available in Septtben, 1956. E625 


Business administration: Man, 44, married; Ph.D. Background in marketing, statis- 
tics, finance, and management; superior research qualifications. Now associate pro- 
fessor in leading university. Interested in administrative position in college or 
university, possibly combined with teaching of economics or business — 
tion. 62 
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International economic relations, comparative economic systems, marketing, urban 
economics, history of economic thought, public finance, money and banking, economic 
history of Europe: Man, married; Ph.D., research fellowships. Seven years of uni- 
versity and college teaching; 4 years of research in federal government; experience 
as consultant; multilinguist; extensive foreign travel. Desires teaching or research 
position. E628 


Management: Man, 44, married; Ph.D., M.B.A. (1956). Nineteen years in industry 
as chief executive of medium-sized manufacturing concern; some teaching experi- 
ence. Desires position to teach in the general area of management; can also teach 
other basic concept courses if necessary. E629 


Management, marketing, economic history of the U.S.: Man, 44, Ph.D. Author; 
has taught for 10 years at the undergraduate and graduate levels. Available in Sep- 
tember, 1956, or at a later date. F630 


Business cycles, money and banking, statistics, mathematical economics: Man, 36; 
Ph.D. in economics. Trained at good European and American universities; author of 
a book. Desires teaching position. E631 


Industrial relations, personnel: Man, 37; M.A. in Economics; equivalent of Ph.D.; 
Ed.D. in Educational Administration. Twelve years of teaching in business, eco- 
nomics, and personnel; has developed programs for use in industry. Presently (for 
3 years) on staff of large Midwestern university and serving as industrial relations 
consultant to large Eastern firms. Desires fall of 1956 administrative or professorial 
appointment teaching industrial relations or establishing or operating industrial 
relations or management center in metropolitan area. E632 


Economics, statistics: Woman, 28, married; master’s degree (British university). 
Publications; teaching and research experience, Oxford and Middle East. Desires 
teaching and/or research appointment in Boston area. Available in September, 1956. 

E633 


Economic principles, history. international economics, business administration: Man, 
34, married; B.A., M.A. Columbia; doctor's degree (honors) from large European 
university. Six years of teaching experience; government economist, price index 
research, USNRO; counseling and administrative experience; lecturing to U.S. and 
foreign audiences; several years of teaching, study, travel, research in Europe and 
South America with active language tools. Desires teaching and/or research position 
in U.S. or abroad. Available in September, 1956. E634 


Economic principles, comparative economic systems, personnel management, statistics, 
public finance, marketing, current economic problems, money and banking, corpora- 
tion finance: Man; M.A., LL.B., 86 hours on Ph.D. but thesis incomplete. Head of 
department (9 years) of Midwestern university. Wishes to move to where the 
climate will help his sinus condition. E635 


Marketing, economic principles, European and American economic history, labor, 
comparative economic sysiems, economics of underdeveloped areas, international 
trade, money and banking: Man, 30; Ph.D. nearly completed; M.A., Syracuse Uni- 
versity; B.S. in Business Administration, State University of New York. European- 
born; training at a leading European university. Experience. Desires teaching or 
research position. Available immediately. E636 


Economic theory, public control of business and technical co-operation and economic 
growth: Man, 40, married; Ph.D., Columbia. Recently returned from 4 years abroad 
with United Nations as consultant to a foreign government. Author of texts in 
above subjects; founder and editor of a professional journal; many journal publica- 
tions and official reports. Nine years of college teaching experience; 5 years with 
U.S. government. Seeks associate or full professorship with opportunity for writing 
and research. E637 
Economic principles, theory and geography, political science, modern European hbis- 
tory, descriptive sociology: Man, over 50; doctoral disseration in political theory. 
Naturalized American citizen; eligible for U.S. Civil Service commission. Available 
immediately. E638 
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fiscal policy and related problems. 
Director and Editor in Chief 
Dr. J. A. Monod de Froideville 
an 2, Haarlem, Netherlands 
Vol. X 1955 No. 3-4 


THE INTEGRATION OF THE PUBLIC ACCOUNTS TO NATIONAL ACCOUNTING 
Proceedings of the international Congress of the International Institute for Public Finance, 
held in Paris from 19 to 21 September 1955. 


Vol. XI 1956 No. 1 

Helmuth Beckendorff, Cologne Zur Methodik und Praxis des Interna- 
tionalen Vergleichs der Steuerbelastungen 

Ernest F. Patterson, Alabama (U.S.A.) . The Extent and Pattern of the Expenditures 


of the Argentine National Government 
D. I. Trotman-Dickenson, Edinburgh (U.K.) The British Taxes on Excess Profits 


Stylianos Poulopoulos, Paris Fiscal Legislation and Promotion of Private 
Investments in Greece 

Richard Goode, Washington, D.O. Direct versus Indirect Taxes: Welfare Im- 
plications 

David Walker, Manchester (U.K.) Taxation and Ec i 

Book Review 


Contributions in French or German are followed by an English summary 
Subscription Price $7.50 a year, postage free 


Please mention Tug American Economic Review When Writing to Advertisers 
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... IT TELEPHONES! 


Telephones ring wedding bells and 
cash registers. They get people ac- 
quainted. Make every business run 
smoother. 


In social life or business, the calls 
you make are only part of the value 
of the telephone. Often the calls you 
receive are even more important. 


A date for Judy for Saturday night. 
An invitation to a luncheon for 
Mother. A neighbor asking Jimmy to 


a party. A call for Dad, with good 


news about a job or a business order. 


So in looking at your telephone 
bill, be sure to count the calls you get 
as well as those you make. Often it 
means the bill covers about twice as 
much service as you usually figure. 

Day and night, every day in the 
year, few things give you so much for 
so little as the telephone. 


BELL TELEPHONE SYSTEM 


NEW TV SHOW ...“TELEPHONE TIME”... with John Nesbitt’s real life stories the whole family can enjoy. 
EVERY SUNDAY OVER CBS... 8ee your local newspapers for time and chahnel 
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WcGRAW-HILL 


PRINCIPLES OF RETAILING 


By Crare W. Barker, Indiana University; Ina D. Anperson, Northwestern Univer- 
sity; and J. Donato ButterwortH, University of Florida. New Third Edition. 630 
pages, $6.50. 
Analyses the important principles underlying successful retail store operation, giving a 
brief but inclusive picture of the place of retailing in the economic structure. This new 
third edition has been brought up to date, with the most recent statistical data available 
from the Department of Commerce and the many trade associations in the retail field. 
Dozens of photographs, diagrams, and business forms are now included. 


INDUSTRIAL ORGANIZATION AND MANAGEMENT 


By Lawrence L. Betnet, President, Fashion Institute of Technology, under the 
program of the State University of New York, FRankiiIn S. Atwater, The Fafnir 
Bearing Company, Georce H. E. Smitu, Lawyer and Economist and Harvey A. 
STACKMAN, Jr., Scovill Manufacturing Co. McGraw-Hill Industrial Organization and 
Vanagement Series. New Third Edition—730 pages, $6.75. 
Offers a comprehensive treatment of basic management principles as applied to all the 
major functions of an industrial enterprise. The text develops an understanding and ap- 
preciation of the specialized activities of an industrial organization, large or small, their 
interrelationships, and the guiding principles used by management to coordinate and 
control them. 


MODERN ADVERTISING 
By Harry W. Hepner, Syracuse University. 746 pages, $6.75 

4 thorough revision of EFFECTIVE ADVERTISING, with virtually every page rewritten. 
It is an unusually complete treatment of methods and techniques based on intensive con- 
sumer analysis, giving information needed to do the entire advertising job . . . from 
consumer research to copy writing, from readership surveys to product design, from media 
to layout. Step by step this book covers prospect, product and market, showine with 
figures and findings how the advertiser can approach his problems most effectiy 


READINGS IN MARKETING 


By Matcotm P. McNarr, Lincoln Filene Professor of Retailing; and Harry L. 

Hansen, Harvard University. New Second Edition. Ready for Fall Classes. 
Intended to provide background material which includes both factual material for market- 
ing courses and a setting and perspective for the study of a text and a stimulus to 
thought and imagination. A distinguishing feature is the emphasis given to marketing 
structure and choice of distribution channels. It aims to pick out salient pieces of thought 
and analysis to illuminate the dynamic character of the marketing sector of American 
business. 


STATISTICS FOR ECONOMICS AND BUSINESS 


By Donato W. Papen, University of Illinois; and E. F. Lrnpquist, State University 
of Iowa. New Second Edition. 320 pages, $4.75 
Aims to help the student in the social sciences to a basic understanding of the more im- 
portant statistical techniques required in the business world. A student workbook, closely 
integrated with the text, provides a thought-provoking method of teaching statistics. 
A concise, non-technical interpretation of the common statistical tools currently used in 
business and economics is provided. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42no STREET, NEW YORK 36, N.Y. 


Please mention Tue American Economic Review When H'riting to Advertisers 
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Recent Qwin Jodts 
PRINCIPLES OF ECONOMICS 


By W. NELSON PEACH, University of Oklahoma 


This elementary economics text is written in a clear, interesting, and un- 
derstandable style; its viewpoint is unbiased and well balanced; and it 
combines thorough analytical treatment with ample descriptive and insti- 
tutional material. It covers the full range of topics treated in the beginning 
course, yet it is compact and easily adaptable to courses of varying lengths. 
The entire book reflects Professor Peach's extensive knowledge of empirical 
economics. 


720 pages Copyright 1955 


PERSONAL FINANCE 


Principles and Case Problems 

By ARTHUR W. HANSON, Harvard Graduate School of Business Ad- 
ministration and JEROME B. COHEN, College of the City of New 
York 


This text is on the current lists for both C.L.U. and C.P.C.U. study and has 
been adopted by the American Savings and Loan Institute as well as by 
more than 150 colleges and universities, evidence of its leadership in the 
field. Those using it in the classroom are enthusiastic about its teachability 
and comprehensive coverage. Realistic case problems accompany each chap- 


ter. The entire volume is packed with useful, up-to-date, authoritative 
factual material, presented in a concise, readable style. Available to adopters 
is a complete Teacher's Manual. 

692 pages Copyright 1954 


INTERMEDIATE ECONOMIC ANALYSIS 


Third Edition 

By JOHN F. DUE, University of Illinois 

This outstanding volume in the Irwin Series in Economics has been 
thoroughly rewritten and revised to make it more interesting and under- 
standable to the student. The sequence of subject matter has been reor- 
ganized, and factual material and analyses have been brought completely 
up to date. It now reflects all recent developments in economic theory. 
Carefully selected references, and questions and problems accompany each 
chapter to enhance the usefulness of this text in the classroom. 


604 pages Copyright 1956 


Write for Examination Copies 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. ° HOMEWOOD, ILLINOIS 


Please mention Tuk American Economic Review When Writing to Advertisers 
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Selected... 
BUSINESS LAW 


LOUIS O. BERGH, Member, United States Supreme Court and 
New York Bars; and THOMAS CONYNGTON, late Member, 
New York Bar. Revised by LOUIS O. BERGH 


Firtu Eprtion. Built dly on almost forty years of continuous use 
throughout the country, this new edition of an outstanding textbook 
emphasizes the basic principles of business law and makes clear the 
underlying reason for these principles. Numerous cases selected from 
the period 1925-55, concise summaries of state law, and almost fifty 
useful legal forms illustrate and support textual discussion. Includes 
up-to-date material on stock options, splits; suits by stockholders; trusts 
and estate administration; ete. 49 ills., 1005 pp. 


PERSONAL FINANCE 


ELVIN F. DONALDSON, The Ohio State University 


Seconp Eprt10on. This newly published textbook offers wide-range yet 
practical instruction in budgeting; savings; borrowing; credit buying; 
life, car, and medical insurance; and Social Security. It treats all types 
of personal financial problems, showing students how to analyze and 
how best to solve them. Up-to-date insights on the nature of investments 
and security analysis, plus an entirely new chapter on real estate and 
the law. Questions and case problems. “One of the most popular and 
widely used books in the field.” CONSUMER FINANCE NEWS. 

70 ills., tables; 584 pp. 


EXPORT-IMPORT BANKING 


®@ The Documents and Financial Operations of Foreign Trade 


WILLIAM S. SHATERIAN 
The American Institute for Foreign Trade 


Seconp Epit1on. This authoritative, up-to-date textbook emphasizes 
the fundamentals of the financial operations involved in foreign trade 
transactions. Its three parts offer thorough coverage of current pro- 
cedures and practices of foreign trade, the instruments used by both 
merchants and banks, and the operation of the three main sections of 
a bank’s foreign department. New chapters deal with the latest practices 
of exporters, importers, and banks in financial export-import opera- 
tions. Numerous current documents are illustrated and discussed clearly 
and in detail. 41 ills., 508 pp. 


THE RONALD PRESS COMPANY 


Please mention Tue American Economic Review When Writing to Advertisers 
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.-- RONALD Books 


Cases and Problems in 
Personnel and Industrial Relations 


EDGAR G. WILLIAMS and JOHN F. MEE 
—both Indiana University 


A CasEBook to supplement any standard textbook in personnel manage- 
ment. Adaptable to oral or written work, it is suitable for classroom 
or laboratory use. Forty-four case studies lead the student to discuss | 
and participate in solving practical personnel problems based on actual 
business situations. Seven summary case problems carefully integrate 

various personnel policies and practice studies into a functional whole. | 
“The cases are short, understandable, and provocative; their solutions 
require analysis and reasoning.” HARVEY S. REED, University of 
Baltimore. Illus. 204 pp. | 


MONEY, BANKING, 
and the FINANCIAL SYSTEM 


MILTON L. STOKES, Gettysburg College; and 
CARL T. ARLT, Oberlin College 


| 
| 
Tuis THorRouGH TEXTBOOK emphasizes the role of money and financial | 
institutions in the determination of price and income levels. It presents 
the principles of monetary theory first, enabling students to grasp and | 
relate the many complex aspects of the subject. Then traditional topics 
are detailed. Incorporates findings of the Douglas and Patman Con- 
gressional subcommittees and the experience of the Federal Reserve 
with credit controls. “Maintains a nice balance between theoretical 
analysis and the mechanics of operation.” THE AMERICAN ECO. 
NOMIC REVIEW. 56 ills., tables; 670 pp. 


| 
A HISTORY of ECONOMIC THOUGHT 
JOHN FRED BELL, University of Illinois | 

| 


CLEARLY Traces the growth of economic thought from antiquity to the 
present day. This college textbook concentrates on those economists and 
schools of thought most significant to the main current of economic 
development, thus giving the student a sound basis for understanding 
and appraising contemporary economic thought. Impartially analyzes 
and evaluates principal doctrines and their relation to national policies 
and current problems. Book underscores value and price analysis, and 
distribution theory. “A volume of unusually broad scope.” THE 
AMERICAN ECONOMIC REVIEW. 696 pp. 


15 East 26th Street, New York 10, N.Y. 


Please mention Tus American Economic Review When Writing to Advertisers 
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STERLING 


ITS MEANING IN WORLD FINANCE 
By JUDD POLK 
Foreword by John H. Williams 


@ What does the Sterling Area mean to the United States? Is its con- 
tinued existence good or bad for us—for the world? 


®@ If the pound is made convertible, will the Sterling Area disappear? 


The author, a former Treasury official, gathered his information in a two- 
year study and a round the world trip to Sterling Area countries. He 
gives answers to important questions that concern importers, exporters, 
producers, national treasuries, international policy makers, and, of course, 
students of finance and of world affairs. Eminently readable, this is the 
first full-length critical analysis from an American point of view of a 
powerful monetary system that affects the whole world. 

At booksellers. $3.75 


Published for the COUNCIL ON FOREIGN RELATIONS by 
HARPER & BROTHERS 


DAVID HUME 


WRITINGS ON ECONOMICS 
edited by Eugene Rotwein 


Consisting of the economic essays in Political Discourses, and 
for the first time passages from both sides of Hume’s private 
correspondence to Smith, Turgot, Montesquieu and others, 
this edition supersedes the last definitive edition, out of 
print since 1918. An analytic introduction by Professor 
Rotwein explores the relationship between the philosophy 
of human experience and Hume’s theories on economic ques- 


tions. 


254 pages $4.50 


THE UNIVERSITY OF WISCONSIN PRESS 


811 STATE STREET MADISON 5, WISCONSIN 


Please mention Tue American Economic Review When Writing to Advertisers 
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THE AMERICAN BUSINESS CREED 


By FRANCIS X. SUTTON, SEYMOUR E. HARRIS, CARL KAYSEN, and 
JAMES TOBIN. From bus placards, and public statements by business leaders . 

from the advertising campaigns of great corporations, and literature published by 
the U. S. Chamber of Commerce, the Committee for Economic Development, and 
the National Association of Manufacturers, the authors of this book have gathered 
opinions of American businessmen and synthesized their findings into an “American 
Business Creed.” Quoting liberally, they explore our businessmen’s prevailing views 
on the achievements of American capitalism, the proper role of government in 
economic life, the nature of economic fluctuations, the characteristics of a good 
society. They explain how this conservative, simple, yet highly selective system took 
shape—and how it reflects, not simply the businessman’s self-interest, but the ines- 
capable strains and conflicts he must face, the justification he needs in a complex 


society. $6.75 


THE UNITED STATES c. UNITED SHOE 
MACHINERY CORPORATION 


An Economie Aualysis of an Anti-Trust Case 


By CARL KAYSEN,. The economic concept of market power is of increasing im- 
portance to the legal concept of monopoly. The striking contribution of this study 
lies in the relation it indicates between the economic and legal aspects of monopoly. 
Mr. Kaysen presents in this book material derived from his original memorandum 
on this case for the U. S. District Court of Massachusetts. He reproduces his eco- 
nomic analysis of the issues as they were presented to the Trial Court for decision; 
he discusses the earlier history of the United Shoe Machinery Company, and the 
final decree of the District Court; he enlarges on the economic standards of an 
anti-trust law and the problem of its enforcement. Appendices reproduce the Com- 


plaint and the Revised Final Decree. ; $6.50 


Through your bookseller, or from 
HARVARD UNIVERSITY PRESS 


Cambridge 38, Massachusetts 


Please mention Tut American Economic Review IWilicn Writing to Advertisers 


Outstanding books you will want to consider... 


¢ MONEY AND BANKING 
By Eugene Klise 


BUSINESS FLUCTUATIONS AND FORECAST'NG 


By Carl Dauten 


¢ ECONOMICS: PRINCIPLES AND APPLICATIONS 


Second Edition—By J. H. Dodd and C. W. Hasek 


¢ GOVERNMENT REGULATION OF BUSINESS 
By Ronald A. Anderson 


¢ LABOR LAW AND LEGISLATION 
Second Edition—By S. J. Mueller 

e REAL ESTATE 
By Maurice Unger 


Write our nearest office for examination copies. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Busi and E ic Education) 


Cincinnati 27 New Rochelle, N.Y. Chicago5 San Francisco 3 Dallas 2 


Announcing the Publication 
of a Long-Awaited Work 


THE MEANING AND VALIDITY 
OF ECONOMIC THEORY 


By Leo RocIN 
Late Professor of Economics, University of California 


The last work of a well-known scholar and stimulating teacher, 
this is a history of economic thought from the physiocrats to 
J. M. Keynes. It is also a great deal more. In this book, as in all 
his work, Rogin’s interest in history is subordinate to his interest 
in the improvement of economic theory and his concern with the 
direction of social affairs. In this discussion of economists, he is 
primarily concerned with the relationship between their theories 
and the problems of policy to which they were oriented. A 
genuinély important book. 


684 pages $6.50 
HARPER & BROTHERS, PUBLISHERS 


49 East 33d Street New York 16, New York 


Please mention Tue American Economic Review When Writing to Advertisers 


Al 
if 
‘ 


That’s precisely the question an 
Assistant Professor from Purdue 
asked us the other day when he 
heard about TIAA’s new dividend 
scale. 

And it’s true! At his age 34 the 
annual premium for $20,000 of 10- 
Year Term insurance is $178.40 and 
the first-year dividend on the new scale is $89.40, making a net 
annual payment of $89.00. Dividend amounts, of course, are not 
guaranteed. 

“At that cost,” he said, “I can’t afford not to have enough 
insurance.” 

This is just one example of the many low-cost TIAA plans avail- 
able to you if you’re a college staff member, part- or full-time. To 
get complete details, send us the coupon below. 


TIAA employs no agents—no one will call on you. 


} Teachers Insurance and Annuity Association | 
} 522 Fifth Avenue, New York 36, New York | 
| Please send me a Life Insurance Guide and the booklet, Plan Your | 
j Life Insurance. | 
Name Date of Birth. | 
Address 
Ages of Dependents 
Employing Institution | 


Please mention Tue American Economic Review When Writing to Advertisers 
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For your course in 
Covernment and Business—Monopoly Problems—lInternational Economics 


PUBLIC CONTROL OF BUSINESS: 
An International Approach 


By Puuip C. Newman, Ph.D. 


This volume will serve admirably as a supplementary text for courses in government and 
business, international economics, and competition and monopoly. Its 400,000 words contain: 


@ the anti-monopoly laws of all important countries 

© complete texts of important cartel and commodity agreements 
@ texts of consent decrees and other negotiated settlements 

@ orders of military occupation authorities 

@ leading international proposals to deal with monopoly problems 
@ almost 100 documents—some in English for the first time 


All extraneous material has been skillfully deleted and each main topic and many selections 
are preceded by incisive introductions which place the material in its proper context. 


Dr. Newman until recently was Head of the Department of Economics and Commerce at the 
Federal University of Karachi and consulting economist to the government of Pakistan. He 
is the author of The Development of Economic Thought and, with A. D. Gayer, Source Read 
ing in Economic Thought. 


FREDERICK A. PRAEGER, INC. 
Publishers—150 East 52 Street, New York 22 


L’industria 
Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summmary of Issue n° 1/1956 


n® 1/1956 


L. Faleschini On the Form of Distributions of Relative Prices. 

1. N. Herstein Some Mathematical Methods and Techniques in Economics 

Y. K. Wong An Elementary Treatment of an Input-Output System 

V. Amato Comparison Among Various Functional Hypotheses of Sequential 
Analysis. 

B. Calabi The French Iron Plan. 

F. di Fenizio Signor Ezio Vanoni: a Testimony. 

M. Fermar The Italian Public Debt. 

M. Fermar Equal Aids to Exports? 


Each number contains summaries in English of the original articles. 


Annual Subscription rate for Abroad: Lire 6.000. Anyone interested 
may send for a sample copy. 


Editorial and administrative offices: Via Farneti, 8—Milano, Italy 


Please mention Tie American Economic Review When Writing to Advertisers 
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SCHEDULING OF PETROLEUM 
REFINERY OPERATIONS 


ALAN S. MANNE, an economist for the RAND Corporation, demonstrates in this 
book the value of applying mathematical economics to typical refinery scheduling [ 
problems with case studies of four such problems. His study shows in illuminating 
detail how the petroleum industry planner and the economist can effectively help 
each other. $5.00 


Coming in July 


POLICY FORMATION IN RAILROAD 
FINANCE 


Refinancing the Burlington, 1936-1945 


By JOHN TETTEMER O’NEIL. The Chicago, Burlington & Quincy Railroad faced 
a major problem in the refinancing of $85 million Illinois Mortgage Bonds. Mr. 
O'Neil tells how the solution was reached. Basing his account on the entire corre- 
spondence, minutes, and other corporate records, he follows in detail the steps ' 
taken by management, the latter’s relation with financial advisors, and the develop- 
ment of a simple capital structure for the railroad. Sound precepts for managerial 
decisions in lines of endeavor other than railroads emerge from this case study in 
finance. $4.50 


THE AMERICAN RAILROAD 
NETWORK, 1861-1890 


By GEORGE ROGERS TAYLOR and IRENE D. NEU. A solid national economy 
needs a unified transportation system at its base, Yet, at the outset of the Civil 
War, gauge differences between American railroad networks seriously hampered 
the development of through traffic—international, national, and even intra-state. The 
authors explain how this situation arose and describe the means by which the 


network of 1861 became an integrated system by 1890. $3.75 


Through your bookseller, or from 
HARVARD UNIVERSITY PRESS 


Cambridge 38, Massachusetts 


Please mention Tie American Economic Review Hohen Writing to Advertisers 
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THE EVOLUTION OF WAGE STRUCTURE 


BY Lioyp G. REYNoLps anp Cyntuia H. Tart 


The first general analysis of wages and wage practices in this country and in 
Europe during the past 20 years. The authors consider the factors determining 
wages and apply them to detailed case studies of four American industries: rail- 
roads, iron and steel, cotton textiles, and paper and pulp. Domestic practices 
are compared with wage determination in Sweden, Great Britain, France, 
and Canada. $5.00 


STUDIES IN THE ECONOMICS OF TRANSPORTATION 
Martin Beckmann, C. B. McGume, anp CuristopHer B, WINSTEN 


An exploratory study of highway and railroad systems, examining their theoreti- 
cal aspects and developing concepts and methods for assessing the capabilities 
and efficiency of existing projected traffic systems, Introduction by Tjalling C. 
Koopmans. $4.00 


AT YOUR BOOKSTORE 
YALE UNIVERSITY PRESS 


NEW HAVEN 7 CONN 


= stimulating new publications — 
CONSUMER BEHAVIOR AND MOTIVATION 


Here are the widely discussed papers delivered at the 1955 University of Illinois Market- 
ing Symposium. The distinguished contributors include Wroe Alderson, Ernest Dichter, 


Rensis Likert, Darrell Lucas, Ewald Grether, and Robert Ferber. 
125 pp. $1.00 


DETERMINANTS OF CAPITAL EXPENDITURES 


ROBERT EISNER 


This is the second in a series of monographs on business expectations financed by the 
Merrill Foundation. Based on detailed interviews with executives of large manufacturing 
corporations, this pioneering study attempts to synthesize interview data and economic 


theory in an analysis of the factors influencing capital expenditures. 
106 pp. $1.50 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
UNIVERSITY OF ILLINOIS URBANA, ILLINOIS 
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BOOKS 


WORK AND AUTHORITY IN INDUSTRY 


By Reinhard Bendix, University of California, Berkeley. A sociological study 
of those ideologies of management which seek to justify the subordination of 
large masses of men to the discipline of factory work and to the authority of em- 
ployers. The book interprets the differences of fact between the totalitarian and 
non-totalitarian forms of subordination and examines the ideologies of manage- 
ment and their social setting in terms of the twin concepts of “social class” and 
“bureaucracy.” One of a series of books from the research program of the Institute 
of Industrial Relations, University of California. 1956. 466 pages. $7.50. 


OFFICE WORK AND AUTOMATION 


By Howard S. Levin, Ebasco Services, Inc. As a result of “automation,” the 
office is rapidly assuming its truly dynamic role in management. In this penetrat- 
ing new book, the author describes in non-technical language how recent develop- 
ments are bringing about a challenging reappraisal of the role of the business 
office. The key tools in office automation—integrated data processing, elec- 
tronic computers, and operations research—are fully discussed. Guiding prin- 
ciples are emphasized rather than specific concepts. 1956. 205 pages. $4.50. 


INDUSTRIAL WAGE AND SALARY CONTROL 


By Robert W. Gilmour, Ford Motor Company. Wages are the biggest factor in 
manufacturing costs, and every company gives much consideration to the develop- 
ment and use of job evaluation systems as a basis for controlling salaries and 
wages. One of the most widely used systems of job evaluation is the point evalua- 
tion plan. This book offers a practical presentation of the development, installa- 
tion, and administration of point evaluation plans as the basis for sound wage 
and salary programs. 1956. 261 pages. $7.50. 


ELECTRONIC DATA PROCESSING FOR BUSINESS AND INDUSTRY 


By Richard G. Canning, Canning, Sisson and Associates. Gives answers to such 
questions as: What is electronic data processing? What can it do for my com- 
pany? How should I go about investigating it? The several major ‘‘patterns”’ of 
electronic data processing systems are clearly described, and illustrated by refer- 
ences to actual case studies. The author also briefly covers the basic operations of 
electronic computers. 1956. 332 pages. $7.00. 


SOCIAL CHARACTERISTICS OF URBAN AND RURAL 
COMMUNITIES, 1950* 


By O. D. Duncan, University of Chicago, and A. H. Reiss, Jr., Vanderbilt 
University. 1956. Approx. 448 pages. Prob. $6.50. 


IMMIGRANTS AND THEIR CHILDREN, 1850-1950* 


By E. P. Hutchinson, University of Pennsylvania. 1956. Approx. 396 pages. 
Prob. $6.50. 


*Wiley Publications in the Census Monograph Series, 
Sponsored by the Social Science Research Council. 


Send for examination copies. 


JOHN WILEY & SONS, Inc. © 440-4th Ave., New York 16, N.Y. 
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Check your courses and Macmillan texts! 


Principles 
A KEY TO MODERN ECONOMICS 
by DAVID McCORD WRIGHT 
1954 520 pages $4.75 
THE STRUCTURE OF AMERICAN INDUSTRY, Revised Edition 
Edited by WALTER ADAMS 
1954 590 pages $5.90 


Theory 
THE THEORY OF PRICE, Revised Edition 
by GEORGE J. STIGLER 
1952 310 pages $4.75 
ECONOMIC DYNAMICS: AN INTRODUCTION 
by WILLIAM J. BAUMOL 
1951 262 pages $5.00 
Finance 
PRINCIPLES AND PRACTICES OF MONEY AND BANKING, 
Revised Edition 
by CHARLES R. WHITTLESEY 
1954 579 pages $6.25 
THE ECONOMICS OF PUBLIC FINANCE, Revised Edition 
by PHILIP E. TAYLOR 
1953 565 pages $5.75 


Statistics 

ELEMENTARY STATISTICAL METHODS AS APPLIED TO ECONOMIC AND 
BUSINESS DATA, Revised Edition 
by WILLIAM A. NEISWANGER 
To be published August 1956 

EXPERIMENTAL DESIGN: THEORY AND APPLICATION 
by WALTER T. FEDERER 
1955 591 pages $11.00 


Labor 


ECONOMICS OF LABOR 
by RICHARD A. LESTER 
1941 913 pages $6.50 


Marketing 
EFFECTIVE ADVERTISING COPY 
by MERRILL DeEVOE 
1956 717 pages $6.50 


Accounting 
THE FUNDAMENTALS OF ACCOUNTING, Revised Edition 


by DONALD H. MACKENZIE 
1956 742 pages $6.00 


CORPORATION ACCOUNTS AND STATEMENTS 
by WILLIAM A. PATON and WILLIAM A. PATON, JR. 
1955 740 pages $6.75 


Lhe Macmillan 


60 FIFTH AVENUE, NEW YORK 11 
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BOOKS FROM CHICAGO 


On the History and Method 
of Economics 


Selected Essays by FRANK H. KNIGHT. Professor Knight’s 
major articles in economic history and methodology, carefully 
selected and gathered into permanent form. Historical writings 

-studies of such theorists as Ricardo, Wicksteed, Menger, and 
Keynes, and of historical issues in economics—methodological 
essays—treatments of institutionalism and empiricism in eco- 
nomics, social causation, and other theoretical topics. $6.00 


The Psychology of Economics 


By WALTER A. WEISSKOPF. In this pioneer attempt to apply 
social and cultural psychology and psychoanalytic concepts to 
economic thought, Mr. Weisskopf discovers new meaning in the 
ideas of Adam Smith, Ricardo, Malthus, Engels, Marx, and 
Alfred Marshall. Their theories are seen as ideologies which 
unconsciously provide ethical justification and intellectual har- 
mony for the conflicts between economic and moral ideals. 


Technical Assistance 
by Religious Agencies 
in Latin America 


By JAMES G. MADDOX. The first factual study of how United 
States religious agencies have operated technical service pro- 
grams in Latin America. It provides an analysis of the scope 
and nature of their activities, as well as firsthand accounts of 
the manner in which numerous schools, hospitals, clinics, and 
demonstration farms are managed by religious organizations. 
The author presents also an evaluation of the aims, problems, 
successes, and shortcomings of these important but little-known 
activities. Sponsored by the National Planning Association. 
$3.50 


At all bookstores, or from 
THE UNIVERSITY OF CHICAGO PRESS 
5750 Ellis Ave., Chicago 37, II. 
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The Negro Potential 


ELI GiNZBERG, with the assistance of JAMES K. ANDERSON, 
DOUGLAS W. BRAY, and ROBERT W. SMUTS. A comprehensive 
interpretation of the major changes in the education of the Negro 
population since the turn of the century. “This is an excellent study 
that will be of great value as we work out constructive solutions to a 
major challenge facing American democracy. The book provides a 
balanced and objective treatment of the problems involved in devel- 
oping more fully the potentialities of 16 million Negroes.” —James P. 
Mitchell, Secretary of Labor. $3.00 


The Gore of the City 


JOHN RANNELLS presents a sound theoretical and practical ap- 
proach toward the study of location patterns of activities in city 


centers. He answers the classic question “Where do things belong in 
an urban area?” by (1) a theory that shows how the activities and the 
structures in a City are interrelated and (2) a unique graphic-statistical 
method of measuring and comparing groups of city activities. 


August. $5.50 


Business Practices 
Trade Position 
and Gompetition 


OSWALD KNAUTH. “American business practice in its present 
state,” the author states, “is the result of many decisions made by 
many men in solving the problems immediately confronting them.” 
This highly stimulating book shows how the present system has grown 
spontaneously, without regard to the classical theory of economics, 
and proposes a theory that fits the working of the economy today. 
$3.00 


Columbia University Press 


New York 27, N.Y. 
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COLLEGE -TEXTS 


INTRODUCTION TO ECONOMICS, Second Edition 


by THEODORE MORGAN, University of Wisconsin 


Completely up-dated and thoroughly reorgan- 
ized, the new Second Edition of this popular 
text provides your students with a sound in- 
troduction to economics—an introduction con- 
cerned with the dynamics of life rather than 
an isolated special discipline. 


Increased emphasis on economic growth and 
the problems of underdeveloped areas plus 
greater simplicity of presentation are two fea- 
tures of this thorough revision. 


832 pages Published April 1956 


COMPARATIVE ECONOMIC ORGANIZATION 


by ARTHUR ROBERT BURNS, Columbia University 


Bringing a new approach to the subject, this 
text explains the differences in economic de- 
velopment in terms of the various aspects of 
scarcity that face all societies. In his analysis 
of the diverse ways in which countries deal 
with their economic problems, the author con- 


siders not only nations’ general economic and 
political organization, but also their access to 
resources, methods of organizing production, 
and policies concerning the distribution of 
income. 

766 pages 


fer Published 1955 


NATIONAL INCOME: Analysis by Sector Accounts 


by DANIEL CARLSON VANDERMEULEN, Claremont Men's College and Claremont Graduate 
School and ALICE JOHN VANDERMEULEN, Claremont Graduate School 


This new text first explains in simple form 
the national and sector accounts of the Depart- 
ment of Commerce. Then, through the use of 
exercises, your students learn how to use these 


simplified accounts in tracing and analyzing 
the process of change in aggregate income, 
rs? 


555 pages Published January 1956 


ELEMENTS OF MODERN ECONOMICS, Fourth Edition 


by ALBERT L. MEYERS, Georgetown University 


Text expands its National Income approach 
to subject, but does not minimize importance 
of economics of the individual or individual 
firm, Outstanding Features of the New 4th Edi- 
tion: 1, Approach is monopolistic (or imperfect 
competition) and pure competition. 2. Prin- 


ciples presented are generously illustrated 
with actual studies of the operation of large 
mercantile and manufacturing establishments. 
3, Coverage is broad. 


5%” x 8%~ Published March 1956 


518 pages 


ENGLEWOOD CLIFFS 
NEW JERSEY 
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PRESS 


Consumption and Business Fluctuations 
A Case Study of the Shoe, Leather, Hide Sequence 
By Ruth P. Mack 


Here is the first analysis of cycles in consumption over a twenty-year period. 
The product of ten years of research, it shows how consumer spending for shoes 
reacts to changes in income, how fast the reaction comes, and how fast it is trans- 
mitted to the wholesaler, producer, and raw material supplier. 4 publication of 
the National Bureau of Economic Research. 304 pages. 8 x 11". Charts. $7.50 


Urban Mortgage Lending 
Comparative Markets and Experience 
By J. E. Morton 


A comprehensive survey of information about the urban mortgage market, 
which summarizes previous findings of the National Bureau of Economic Re- 
search, adds cross-institutional comparisons and new material on mutual savings 
banks, and carries the account through 1953. “Brings the main facts into focus. 
.. . Both lending ofhcers and economists will find this book of great value.”’— 
Burton Crane in N.Y. Times. Published for the National Bureau of Economic 
Research. 210 pages. $4 


Money, Prices, and Civilization in the 
Mediterranean World 

5th to 17th Century 

By Carlo M. Cipolla 


Written in a lively style, this unique book examines five topics of importance 
to economists: — money in Europe, the “dollars” of the Middle Ages, the 
position of small coins, the phenomenon of “ghost moneys” or units used in ac- 
counting but not in actual SS and the relation between prices and the 
spread of medieval culture. Published for the University of Cincinnati. Ready in 
July. 90 pages. Illustrated. $2.50 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 
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NEW BOOKS 


Labor: Institutions and Economics 


Kenyon E. 


POOLE 


The new orientation of material in this exceptionally interesting 
text brings into sharp focus the major purposes and problems of 
organized labor and gives new and clearer insight into many 
labor issues. The most recent significant developments are fully 
discussed, and there is an unusually clear presentation of basic 
labor economics, including a new economic analysis of rational 
wage determination. Well organized for use in either a one- or 
a two-semester course, this up-to-date text gives a fresh, thorough, 
and highly illuminating understanding of labor institutions and 
economics. Illus. To be ready early September 


Public Finance & Economic Welfare 


Raymond P. 


KENT 


The emphasis, in this new text, on monetary and fiscal theory, 
on the relation of public finance to the distribution of income, 
and on the historical setting of the major issues of public finance 
provides a thorough, sound basis for understanding and evaluat- 
ing fiscal policy. There is also notable treatment of such special 
problems as budgeting, the significance of economic equilibrium 
in determining fiscal policy, measures for full employment with- 
out inflation, and the economics of social security. 

640 pages. $6.50 


Money and Banking 3rd EDITION 


Teacher's Manual 
containing review 
questions and 


problems available 


In this new, revised edition of a text noted for its clarity of ex- 
position, precision of thought, and well balanced treatment of 
both monetary theory and the actual operations of the various 
banking institutions, the relation of national product-income 
concepts to monetary theory is further emphasized and up-to- 
date information given on central and commercial banking op- 
erations; business, government, and consumer credit; and na- 
tional and international fiscal policy. 828 pages. $6.50 


Rinehart & Co. 232 Madison Ave., New York 16 
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HARPER & BROTHERS Proudly Announce 
an Important New Study by the Author 
of “An American Dilemma” 


GUNNAR MYRDAL 


Executive Secretary, United Nations Economic Commission for Europe 


With the same broad grasp and detailed knowledge that characterized his 
famous study of the Negro in America, Mr. Myrdal examines in this monu- 
mental work an ideal that is already a living force in our society. Written 
from the author’s mature assessment of the UN experience, this book 
ranges beyond the formal boundaries of economics, bringing politics, so- 
ciology, diplomacy, and current history into focus with the whole problem 
of creating an international economy as a foundation to world peace. 


AN INTERNATIONAL ECONOMY 


Problems and Prospects 
$6.50 


At your bookstore or from 


HARPER & BROTHERS 
N.Y. 16 


416 pages 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following issues 
(sent prepaid and in good condition) of the American Economic 
Review: June, 1941; March, May, June, September, 1946; March, 
1947; March, May, June, 1948; March, June, 1949; March, 1950. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Review 
Northwestern University, Evanston, Illinois 
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RIVISTA INTERNAZIONALE DI SCIENZE 
ECONOMICHE E COMMERCIALI 


(International Review for Economies and Commerce) 


BOARD OF EDITORS: F. Brambilla (Genova), U. Caprara (Torino), G. Dell 
*Amore (Milano), G. Demaria (Milano), A. Graziani (Napoli), Frz. Machlup 
(Baltimore), A. Mahr (Wein), E. Schneider (Keil), S. Sassi (Napoli), A. Scotto 
(Genova), N. Tridente (Bari). 

MANAGING EDITOR: T. Bagiotti (Milano) 


Volume IIT February 1956 Number 2 


John A. Loftus, Petroleum legislation in Italy 

M. Kroll, Moneta e capitale 

F. M. Nicosia, L’insegnamento delle tecniche amministrative nelle business schools 
degli U.S.A. 

A. Tomaselli, Mercato mondiale dei noli e liberalizzazione dei trasporti marittimi 

A. Cutrera, I pubblici mediatori e la legge di pubblica sicurezza 

C. Chiericati, L’economia delle vendite a rate 

G. Arneodo, Il problema delle borse in Italia j 

Ardow, La congiuntura economica italiana 

Summaries—Zusammenfassungen 


Book Reviews 
Published monthly. Articles are fully summarized in English and German; some pub 


lished in English. Yearly subscription rate Lire 4000, foreign countries L.6000, per 
volume of 1200 pp., to the Publisher CEDAM, Via Jappelli 5, Padova, Italy. Sub 


scriptions in the U.S.A. ($10): Stechert-Hafner, Inc., 31 East 10th St., New York 
3, N.Y., and Albert J. Phiebig, P.O. Box 352, White Plains, N.Y. Editorial Office: 
Universita Bocconi, Via Sarfatti 25, Milano, Ttaly. Editor in the U.S.A.: Professor 


Fritz Machlup, Johns Hopkins University, Baltimore 18, Md. 


Vol. XXIII (2) No. 61 February 1956 
| CONTENTS 
Alternative Theories of Distribution ...N. Kaldor 
The Production Function and the Theory of Capital .......... LOVE O 
Technology and the Price Structure in Genera] Equilibrium Systems , ..V. Zarnowitz | 
Some Monetary Aspects of Multiplier Theory and Fiscal Policy 
A Note on Definitions of Related Goods ............. etal aS ...»M. Morishima 
Pearce Monopoly and Socialism ....... ; Lancaster 

Annual subscription 21s. per volume (3 issues), post free. Special terms for students, U.S.A. 
and Canada $4.00 per volume. Back number rates on application to \ 

Editorial communications should be sent to: The Editor, Review of Economic Studies, 
Nuffield College, Oxford. Articles from the U.S.A. and Canada should be sent to P. A. Samuel- 
son, Massachusetts Institute of Technology, Cambridge, Mass. 

All other communications to the Secretary, Review of Economic Studies, 4, Trampington St., 
Cambridge, England. 

Cheques should be made payable to the Review of Economic Studies. 
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INTERNATIONAL 
SOCIAL SCIENCE im 
BULLETIN 


published quarterly by the United Nations 
Educational, Scientific and Cultural Organization, 
19 Avenue Kléber, Paris 16e. 
Just issued: Vol. VII—No. 4 
COMPARATIVE CROSS NATIONAL RESEARCH 


ORGANIZATION IN THE SOCIAL SCIENCES—NEWS AND 
ANNOUNCEMENTS—TERMINOLOGY 


OPEN FORUM: 


Some observation on Social Science Teaching and Research. 
Contributors to this issue: L. Bernot, R. Boguslaw, A. Brodersen, C. Clark, H. C. J. Duiyker, 
J. Meynaud, S. Rokkan, H. Walker. 
Send your subscription to: 
4 UNESCO PUBLICATIONS CENTRE 
Single issue $1.00 National Agency for International Publications, 
, Inc. 
Yearly subscriptions $3.50 $00 Fifth Avenue 
New York 36, N.Y. 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCI 
of the New School for Social Research, New York 


Contents for Spring 1956 (Volume 23, Number 1) 


A Word in Memory of Kurt Riezler i. 
Kurt Riezler, 1882-1955 .............. .....Leo Strauss 
Development Planning and the Economic Calculus ........Benjamin Higgins 


Toward Indivisible International Law ?—The Evolution of Soviet Doctrine 


G. M. Mason 


Book Reviews 


Published in Spring, Summer, Autumn, and W inter 
Subscription $5 a year, foreign $5.50—Single copies $1.50 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 
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ECONOMICA 


Published Quarterly 


36th Year $ New Series, Vol. XXIII, No. 89 : February, 1956 


CONTENTS 


Industrial Growth and Industrial Revolutions ............... D. C. Coleman 
Robert Torrens—1780-1864 A. Meenai 
Earned and Investment Incomes, U.K. 1952-53 ..............000- E. C. Rhodes 
The Purchasing-Power of British Exports—A Rejoinder ......... R. Marris 
Trade and State Action in an “Underdeveloped” Economy ..... Sir Sydney Caine 


Book Reviews 
Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub- 
scribe at the specially reduced rate of 21s. per annum. Subscriptions should be 
sent to the Secretary and Treasurer, American Economic Association, Evanston, 
Illinois, accompanied by a cheque drawn in sterling in favour of ECONOMICA, 
London School of Economics and Political Science. 


KYKLOS 


International Review for Social Sciences 
Vol. IX—1956—Fasc. I 


ARTICLES 
Towards a Theory of Implanted Development in Underdeveloped Countries 
Schumpeter’s Constructed Type—the Entrepreneur ...... Edward A. Carlin 
Entwicklungslinien der modernen 6ékonomischen Theorie ......... Hans Peter 
Revue rétrospective de la Conférence internationale du crédit .......... 
G. D. H. Cole iiber soziale Klassen und Eliten ............. Leopold v. Wiese 
Discussion 
The Free Economy and Economic Development .............. Virgil Salera 
Rejolnder to Mir. ce James Baster 


Book Reviews—Titles of New Books 


All articles are followed by an English summary. Published quarterly, Annual sub- 
scription sFr. 26.—($6.00) 

Order from your beclhooe or the publisher; Kyklos-Verlag, Postfach 610, Basel 2, 
Switzerland. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Co-operation with the Other Members of the 


Department of Economics of the University of Chicago 


The June 1956 issue will contain: 
Observations on the Economy of the Soviet Union D. Gale Jobnson 
The Transfer Problem and Exchange Stability ..Flarry G. Johnson 


Economic Stabilization Policy for a Primary-Producing Country . 


Joseph A, Hasson 
Saving in the United States ............ ...P. W. Paish 
A Note on Grain Output in the Soviet Union . .+.e--4. Kaban 


Book Reviews and Books Received 


FOUNDED IN 1892. Published bimonthly: February, . June, August, 
October, December. Subscription rate $6.00 per volume. ingle copy $1.50. 
Special rates: $5.00 per volume for faculty members teaching business or eco- 
nomics, $3.00 per volume for graduate students in business or economics. 
Canadian postage 40 cents. Foreign postage 75 cents. 


The University of Chicago Press—5750 Ellis Ave., Chicago 37, Ill. 


ECONOMIE APPLIQUEE 


Archives de PInstitut de Science Economique Appliquée 
(The French Journal of Economic Science ) 


Directeur:-Francgois Perroux 
I.S.E.A., 35 Boulevard des Capucines, Paris 2e. 


Vol. VIII N°s 3-4 Juillet-Décembre 1955 
SOMMAIRE 
F. ZeutHeN—Note sur le développement de la théorie de l’oligopole aprés vingt 
cing ans. 
F, ZeutHEN—La théorie du monopole bilatéral et multilatéral toujours a l’ordre 
du jour. 


Marcex F, Caret—Le pliopole et le développement économique. 


Jane AuBert-Krier—La théorie de la concurrence monopolistique du Professeur 
E. H. Chamberlin. 


Henri Dents—Oligopole et progrés technique. 

B. S. Kemrsteap er J. C. Wetpon—Note sur les conjectures des oligopoleurs. 
Jane Ausert-Krier—Les schémas théoriques de la croissance de la firme. 

Coornaert—La Compagnie hollandaise des Indes orientales. 

Annie Voss-Lytron—Etude concréte de l’effet de domination. 

Eric Ocer—Le cinéma frangais et l’oligopole des rentiers. 
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ECONOMETRICA 
Journal of the Econometric Society 


Contents—April, 1956 


J. G. Kemeny, Oskar Morcenstern, ano G. L. Toompson: A Generalization of 
the von Neumann Model of an Expanding Economy 

Werner Z. Hirscu: Firm Progress Ratios 

Joun C. Harsanyi: Approaches to the Bargaining Problem Before and After 
the Theory of Games: A Critical Discussion of Zeuthen’s, Hicks’, and 
Nash’s Theories 

R. Duncan Luce anp E. W. Apams: The Determination of Subjective Character- 7 
istic Functions in Games with Misperceived Payoff Functions 

Henry Teicuer: Identification of a Certain Stochastic Structure 

R. Duncan Luce: Semiorders and a Theory of Utility Discrimination 

R. H. Tizarp: Note on Initial Conditions in the Solution of Linear Differential 
Equations with Constant Coefficients 


BOOK REVIEWS 
Published Quarterly Subscription rate available on request 


The Econometric Society is an international society for the advancement of eco 
nomic theory in its relation to statistics and mathematics. 

Subscriptions to EcONOMETRICA and inquiries about the work of the Society and 1 
the procedure in applying for membership should be addressed to Richard Ruggles, : 
Econometric Society, Yale University, Box 1264, New Haven, n- 
necticut, U.S.A. 


REVUE DE SCIENCE FINANCIERE 
The French Review of Public Finance 


Number III, 1956, July-October 


Current Problems of British Local Finance ..............0+-0+5 P. Robson (Belfast) 
The Burden of Taxation and Social Security: an International Comparison ..... ° 

At What Stage in Production should the Sales Tax be Exacted! ......... F. Forte (Pavia) 
Progressive Taxation, its Basis and Economic Growth ...........+.. J. Parent (Paris) 
Social Budgeting and Economic Development .............-.. J. Aventur (Bordeaux) 
Income Taxation: Schedular and Unitary Systems ......... J-P. Martin (New York) 
Book Reviews 


Bibliographical Index 


The Review is published quarterly. Yearly subscription abroad, 3.500 French francs or 
10.30 U.S.A. dollars. Orders can be placed to Pichon and Durand-Auzias, 20 rue Soufflot, 
Paris V, and through Stechert-Hafner, 31 East 10th Street, New York, N.Y. 
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Scottish Journal of Political Economy 
The Journal of the Scottish Economic Society 


Volume III June, 1956 Number 2 
Economic Progress in Underdeveloped Areas ...............+. T. A. F. Nosre 
The Distinction between Wages and Salaries ................-- H. R. Kann 
Economic Choice as a Philosophic Theory ............+...44: A. L. Macrir 


Current Topics 
Recent Economic Trends: 
Passenger Transport in Scotland ............0.eeeceeeeeeees J. F. Steeman 


Economics Graduates in the Labour Market .................- H. R. Kann 


Scottish Journal of Political Economy is published in February, June and October, 
and is free to members of the Scottish Economic Society. Applications for membership 
should be made to the Treasurer, Scottish Economic Society, 142 St. Vincent Street, 
Glasgow, C©.2. enclosing the annual subscription of one guinea. The Journal may also 
be obtained by non-members of the Society by ordering through any bookseller or 
direct from the Publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price 10s 
per single copy. 


THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 
Vol. XXII, No. 4 April 1956 
CONTENTS 
ARTICLES 


Capital Imports and the Balance of Payments F aaet .. James C. Ingram 
Commonality, the Price System, and Use of Water Supplie Jerome W. Milliman 
A Cash Balance Interpretation of Depression ......... ne Leland B. Yeager 
Monetary Aspects of Changes in Treasury Cash Balances . coccces BO C. Bald 
Labor's Share and the Degree of Utilization of Capacity .. dames C. Beck 
REVIEW ARTICLE 

Economic Activity Analysis Nicholas Georgeacw Roegen 


COMMUNICATIONS 


Professor Machlup on Verification in Economics ... 
Rejoinder to a Reluctant Ultra-Empiricist ..................0.0000- Fritz Machlup 
A Note on Testing the Transitivity Axiom ......... ce seeeeee Harvey M. Wagner 


Book Reviews, Notes, Books Received 
$5.00 per year—$1.50 single copies 


Address all communications and orders to G. T. Schwenning, Manag- 
ing Editor, The Southern Economic Journal, P.O. Box 1289, Chapel 
Hill, North Carolina. 
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THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economic Society 
No. 261 MARCH 1956 Vol. LXVI 


I. Articles 


The Dynamics of Hire-Purchase Credit 
The Take-Off into Self-Sustained Growth .W. W. Rostow 
The Accelerator and the Over-investment and Under-Consumption Models ...F. E. Norton 
An Approximation to the Aggregate Saving Function ......... ..++.+-.R, E, Brumberg 
Export Duties and the National Income Accounts ...... os W. Sherwood 
Depreciation with Special Reference to Transport ....... aeaesy- ...G. J. Ponsonby 
Some Notes on the ‘Transformation Problem’ ...... L. Meek 
The Economist as a Modern Missionary ...... ee ......W. Beckerman 


Il. Reviews 
III. Notes and Memoranda 
IV. Recent Periodicals and New Books 


Reviews, Recent Periodicals and New Books 


MACMILLAN & CO., LTD., LONDON, W.C.2 
Application for Fellowship to 
Royal Economic Society, 21 Bentinck Street, London, W.C. 2 
Annual Subscription £1 10s (or $4.50) Life Composition £22 10s 


LAND ECONOMICS 


a quarterly journal of 
PLANNING, HOUSING & PUBLIC UTILITIES 


Among Articles Appearing in May 1956 issue: 


The Paradox of Rural Land Investment in Britain ............ Donald R. Denman 
Community Farming im Terael Joseph NShatil 
The Forest Products Economy of the Pacific Northwest ...... ....Walter J. Mead 
A Critical Analysis of Some Aspects of Interstate Commerce Commission Rate 
Ownership and Use of Forest Land in Northwestern California ......... Adon Poli 
Contrasts in Site Selection; Factors Which Influence the Location of a Wood-Metal 
Land Taxation and Economic Growth in China, 1928-1936 ........... Cho-ting Mao 
Annual Subscription $6.00 Single Copy $2.00 


Sterling Hall, University of Wisconsin 
Madison 6, Wisconsin 
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The Manchester School 


of Economic and Social Studies . 


Vol. XXIV, No. 1 January, 1956 
CONTENTS 

The Climacteric of the 1890's: A Critical Note ...... ....D. J. Coppock 

Some Aspects of Building Society Finance ................ G. W. MurPHy 

A Note on Managerial Incomes in Retail Distribution .....SIDNEY POLLARD 

The Development Areas: A Further Note ............... J. H. DUNNING 


‘*THE MANCHESTER SCHOOL” is published three times a year. 


The annual subscription is twenty shillings (transatlantic subscriptions, 3 U.S. dollars), 
post free. Single copies Seven shillings and Sixpence (1 U.S. dollar) post free. 


Subscriptions should be sent to the Secretary, “THE MANCHESTER SCHOOL,” Eco- 
nomics Department, The University, Manchester 13, England. 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors: 
C. S. Ricwarps 
(Managing Editor) 


W. J. Busscnau H. M. Rosertson 
Contents of Vol. 24, No. 1 
March 1956 
The Supply Curve in Keynsian Economics ................+04.- C. S. Soper 
The Protection of the Cotton Industry in Australia and South Africa ..R. Robson 
The Velocity of Circulation as a Predictor ................. L. M. Lachmann 
The Immigration Cycle in Palestine and Israel 1919-1954 ..... Hon. E. Samuel 


The Accuracy of Forecasts in the South African Business Opinion Surveys 


Notes—Reviews—-Official Publications—Tabulated Official Union and Foreign 
Statistics—Recent Periodicals—New Books. 


Orders for single copies (7/6d.) and subscriptions £1. 5s. per yearly period may be 
placed through all leading booksellers and the Journal Office, Box 5316, Johannesburg. 
Overseas Agents: Staples Press Limited, Mandeville Place, London W.1. 

Enquiries regarding advertisement tariffs to the Secretary, P.O. Box 5316, Johannes- 
burg. 
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INTERNATIONAL ECONOMIC PAPERS 
No. 5, 1955 


Translations prepared for the International Economic Association 


CONTENTS 

Fifty Years of Italian Economic Thought: 1896-1946 Reminiscences .......... LUIGI EINAUDI 
Cinquant anni di vita intellettuale Italiana, 1950 

Some Phenomena of Economic Dynamics .............-..ee00esee00s MAFFEO PANTALEONI 
Scritti varii di economia, 1910 

Encyclopédie des Sciences Mathématiques, 1911 

Jumping and Price Discrimination .............62-.20eeseeeeeee PASQUALE JANNACCONE 
Riforma Sociale, 1914 

Related Costs in the Economics of Transport ...............6:eeeeeeeeees ENRICO BARONE 
Giornale degli Economisti, 1921 

The Swedish Discussion on the Aims of Monetary Policy ............ DAG HAMMARSKJOLD 
Studier i Ekonomi och Historia, 1944 

The Meaning and Use of Liquidity Curves in Keynesian Interest Theory ....... BORJE KRAGH 
Prisbildningen pa Kreditmarknaden, 1951 

The Effects of Devaluation on the Terms of Trade ..............+++++- KURT ROTHSCHILD 


Weltwirtschaftliches Archiv, 1954 
National Income Accounts as a Means of Currency Analysis .............0seeeeeeeeseeees 


JAN TINBERGEN anp D. B. J. SCHOUTEN 

Wirtschaftsdienst, 1954 

De Economist, 1954 

London New York 
Macmillan & Co. Ltd. The Macmillan Company 

A special price a hag 80 net, ve 12 cents postage, has been arranged in co-operation with The Mac- 
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